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new: Burroughs 
Printing Multiple 
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Now you can have all the 
quality and capability of a 
Burroughs ten key adding 
machine—plus automatic 
multiplication! Combining 
modern styling with smooth, 
quiet operation and light- 
weight portability, this new 
Burroughs machine gives 
you a printed record of its 
results. All you have to do is 
enter one factor on the key- 
board. Then, you merely set 
the multiplying wheel at the 
second factor and depress 
the multiplication key. The 
rest is automatic. Fast, 
simple operation ; automatic 
multiplication; printed 
results; 10-column, 11-total 
capacity ; true credit balance 
—imagine the convenience 
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of putting such advan 
to work on jobs like the 
e Computing payrolls, d 
counts e Calculating in 
tories, taxes, excha 
amounts e Adding 
sales, journals e Extend 
and checking invoic 
Making trial balances 
customer accounts. Ask 
Burroughs representat 
for a demonstration $0 
Or get full details of the 
Burroughs Printing 
plier—the latest additio 
the most complete line 
adding, calculating 
accounting machines 4 
able anywhere—by writ 
to Burroughs Addi 
Machine of Canada, Limi 
Windsor, Ontario. 


Burroughs: 
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Blocks of Shares 


The term “‘blocks’’, as customarily used in stock trans- 
actions, refers to substantial amounts of common or 
preferred stock, generally of 1,000 shares or more; or 
to shares in amounts, in terms of money value, that 
cannot always be readily bought or sold on the stock 
exchanges without undue disturbance to quoted values. 


Having specialized in the purchase and distribution 
of new equity issues and in dealing in equity blocks 
for over 40 years, this organization is equipped through 
its experience and connections here and abroad to 
find markets for such blocks. 


This service is available to and is constantly used by 
insurance companies, investment companies, banks, 
executors, private investors and other dealers, 


Your enquiries are invited 


Greenshields & Co Ine 


507 Place d’Armes, Montreal 


MONTREAL TORONTO NEW YORK QUEBEC 
OTTAWA WINNIPEG SHERBROOKE LONDON 
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funds working. Call us for information on: 


Company Treasurers- 
We can help you keep your short term 
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THE AFFAIRS OF: Fin 
cS; 
When filled out, this booklet becomes - 
a complete, convenient record of all matters i L 
concerning your client’s estate— a 
location and dates of documents, insurance McC 
policies . . . what securities are held, etc. J. P 

In the event of the client’s death, Ww. 
or in an emergency arising during Sim 
his absence from home, the booklet tells Suth 
you and his family all you need to know F. J 
to be able to act swiftly and effectively. 

For free copies, simply ask the manager oe 
of any Bank of Nova Scotia branch, Insti 
or write Baek 

East, 

scrip 

2 

The BANK of NOVA SCOTIA Ost 
° General Office: 44 King Street West, Toronto dorse 
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C. R. ASHER (page 19) 


In the post-war era, as a result of 
increasing technical knowledge and 
business complexity, there has been 
a sharp trend towards specialization. 
The necessity for it seems clear; the 
problem is to decide in what areas 
specialization is considered to be of 
maximum importance. This is a mat- 
ter which confronts a great many com- 
panies at one time or another, and 
in “Materials Planning”, C. Richard 
Asher focuses attention on a subject 
which is high on the list of special- 
ized management functions. Mr. 
Asher’s article offers some suggestions 
on how top management can organize 
a materials department most effec- 
tively so that its work “can be per- 
formed in cooperation with, and not 
to the exclusion of, the responsibili- 
ties of the normal line organization”. 


Before reaching his present posi- 
tion as manager of the purchasing 
and traffic department of DuPont 
of Canada Limited, Mr. Asher ac- 
quired experience with the company 
in sales, development, production and 
purchasing. After graduating from the 
University of British Columbia, he 
served with the Federal Department 
of Agriculture in Alberta. He is a 
member of the Chemical Institute of 
Canada, the Society of Chemical In- 
dustry and the Purchasing Agents As- 
sociation of Montreal. 


J. K. GIBSON, C.A. (page 24) 

In “Choosing Between Branch or 
Subsidiary”, J. Kerr Gibson examines 
the more important points to be con- 
sidered when a corporation decides 
to expand. Obviously, expansion cre- 
ates a variety of problems, and in his 
article the author turns his attention 


to the tax implications involved in 
organizing a branch operation as com- 
pared to a subsidiary company. His 
thorough and detailed analysis serves 
as a useful guide for those who are 
concerned with making the decision 
as to how the trading activities of a 
company can best be extended. 


Mr. Gibson is a partner in the 
Toronto office of Clarkson, Gordon 
and Co., and a member of the In- 
stitute of Chartered Accountants of 
Ontario. He has served on the taxa- 
tion committee of the Institute and 
of the Toronto Board of Trade. He is 
the author of several tax articles which 
have appeared in this magazine, the 
most recent being “Tax Significance 
of the Fiscal Period” (Nov. 1959). 


R. O. MOORE, C.A. (page 31) 


Executives seeking to develop the 
full potentials of business manage- 
ment will find “The Methods Func- 
tion — Staff or Line?” by Ronald O. 
Moore of special interest. The author 
analyzes some of the possible alter- 
natives in determining who should 
have the responsibility of carrying 
out the systems work. He outlines the 
basic conception of organization for 
a methods department and its place 
in the corporate structure, and reaches 
the conclusion that management must 
rely more and more on methods pro- 
cedure as the details of office work 
become more complicated. 

Mr. Moore is a partner in Woods, 
Gordon & Co., joining the firm in 
1949 upon receiving his certificate as 
a chartered accountant. He is a mem- 
ber of the Toronto Board of Trade 
and chairman of the Board’s Clerical 
Salary Survey Committee. Readers 
will recall his article “Organizing for 


Continued on page 6 
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LOOK AROUND YOU 


Retailers, wholesalers, bankers, truckers, 
brokers—businesses large and small depend 
on their Telephone Company for communi- 
cations in every form: not only telephone, 
but also teletype for every kind of written 
message; long distance data processing, tele- 
metering for control of equipment; telephoto 
for transmitting pictures and drawings... 
in short, almost any form of communication 
—instantly—anywhere! 

Just like your voice, all these messages 
travel over the complete microwave and cable 
network built and operated by your Tele- 
phone Company and The Trans-Canada 
Telephone System*. And wherever there is 
a telephone your Telephone Company can 
serve you with any other form of tele- 
communications! 

To increase the efficiency of your business, 
have a communications analyst give you all 
the details. No obligations, of course—just call 
YOUR TELEPHONE COMPANY. 


For TOTAL COMMUNICATIONS 
to anyone...anywhere...in any form 


your business can depend on 
TELEPHONE LINES 


TELETYPE...TELEMETERING... 
VOICE... DATA PROCESSING... 
TELEVISION... TELEPHOTO 


TELEPHONE 


COMPANY 





*THE TRANS-CANADA (Re TELEPHONE SYSTEM 


links Canada’s ten provinces through the facilities 
of the eight major Canadian telephone companies, 
providing the only complete nationwide telecom- 
munications network for every communications 
need and connecting with telephone companies 
throughout the continent and abroad. 


The Avalon Telephone Company, Limited—Maritime 
Telegraph and Telephone Company, Limited—The New 
Brunswick Telephone Company, Limited —The Bell Telephone 
Company of Canada — Manitoba Telephone System — 
Saskatchewan Government Telephones—Alberta Government 
Telephones—British Columbia Telephone Company. 





@ Continuous Profit Planning 
and Profit Control through— 


BUDGETING 


Principles and Practice 


HERMAN C. —. CPA, Partner of 
Lybrand, Ross Bros. & Montgomery 
This authoritative book presents budgeting 
as a prime management tool for busi- 
ness planning, coordination and control. 
Explains measurement of deviations from ex- 
pected performance standards — to ana- 
lyze quickly ehanges in net income and rate 
how to control variable costs, etc. 

ng practices of well-run 
companies; includes a complete budget in final 
form. “Should be read and referred to by all 
industrial and professional tants.”— 
JOURNAL OF ACCOUNTANCY. 1959. 415 
pp.; 95 ills. $10 


& Integrated Auditing 


SIDNEY W. PELOUBET, CPA, 
and HERBERT HEATON, CPA 


An expert analysis of over-all auditing 
patterns, explaining practical applications 


and outlining the role of auditing at every 
stage of financial planning and control. The 
authors, both of Pogson, Peloubet & Co., give 
fresh insights into the delegation, supervision, 
review of auditing work. Book covers auditing 
of punch card and electronic records, recon- 
ciliation, internal controls, auditing statement 
standards ; includes a detailed Ss 


“A penetrating analys' 
auditing. PNY. CERTIFIED PUBLIC 
ACCOUNT ANE, 1958. 272 pp.; 31 ills. $7 


@ Accounting Practices in 


the Petroleum Industry 


ROBERT H. IRVING, JR., CPA, 
and VERDEN R. DRAPER, CPA 
—Partners, Price Waterhouse & Co. 


Comprehensive guide explains and illus- 
trates accounting methods met in every 


phase of the oil industry — from leasing 
prospective producing properties to marketing 
end products. Covers: accounting for treat- 
ment of plug-back, deepening, directional drill- 
ing costs; allocating costs to individual prod- 
ucts of refining; basis for capitalizing vs. 
expensing exploration costs; ete. 


terms. “This is one of the few good in 
this specialized field of accounting.” AC- 
COUNTANTS DIGEST. 1958. 247 pp. $6 


—-—--USE THIS COUPON TO ORDER—-—~ 
Please send books checked below: 
(0 BUDGETING, Heiser ........................ $10 


0) INTEGRATED AUDITING, 
Peloubet-Heaton 


ACCOUNTING PRACTICES IN 
THE PETROLEUM INDUSTRY, 
Irving-Draper 


Enclosed find remittance in U.S, funds. 
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Firm 


Address 


THE RONALD PRESS COMPANY 
15 East 26th St., New York 10 








which ap- 
peared in this magazine in July 1959. 


Effective Management” 


M. E. H. BULFORD (page 39) 


One of the most important duties 
of the executor of an estate is to as- 
semble facts and figures for tax pur- 
poses. In his article “Preparing an 
Estate Tax Return”, Maurice E. H. 
Bulford specifies the type of informa- 
tion that must be collected in order 
to prepare an accurate return. In- 
correct preparation of a tax return 
can be costly to an estate, and Mr. 
Bulford’s article will help account- 
ants working in the field of estate tax. 

Mr. Bulford is a trust officer in the 
Montreal office of the Royal Trust 
Company, and has a special interest 
in estates’ administration since he 
joined the company over 20 years 
ago. During World War II he was 
a key officer for the company in the 
interpretation and administration of 
the Foreign Exchange Control Board 
regulations as they applied to trust 
company operations. 


W. A. WILLSON (page 48) 


There are two main reasons for 
publishing William A. Willson’s ar- 
ticle “How to Find the Best Location 
for your Plant”. First, the author deals 
with a number of pitfalls which a 
manufacturer is liable to overlook. 
Secondly, with purchase-lease trans- 
actions of land and buildings becom- 
ing increasingly popular in the last 
few years — an operation which ac- 
countants are well-qualified to ex- 
amine — a sound evaluation of such 
factors may make all the difference 
between a company operating at a 
profit or at a loss. 


Mr. Willson was formerly with 
Goodyear Tire and Rubber Company 
of Canada Limited before joining the 
Metropolitan Toronto Industrial Com- 
mission in 1943. In 1954 he was ap- 
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pointed general manager of the Com- 
mission and is responsible for help- 
ing foreign companies to find suitable 
locations for their plants in the Toron- 
to area or in the districts best suited 
to them. 


J. CARO, C.G.A. (page 45) 


With the present widespread 
growth in world travel — over 27 
million Canadians visited the United 
States and overseas countries in 1957, 
spending more than half a billion 
dollars — there has been a marked 
increase in the number of travel 
agencies operating in this country and 
elsewhere. This presents a challenge, 
particularly to the smaller agencies, 
to ensure an efficient accounting sys- 
tem, and in “Accounting for a Travel 
Agency”, Jean Caro discusses aspects 
of accounting peculiar to this grow- 
ing industry which seems destined to 
establish new records as a greater 
number of people have the time and 
money to travel farther at more fre- 
quent periods. 

Mr. Caro is an accountant who has 
travelled widely. He was born in 
Yugoslavia, grew up in France and 
between 1947 and 1952 served in 
several European countries as a re- 
settlement officer with the American 
Joint Distribution Committee. He has 
been in Canada since 1952 and has 
held several accounting and adminis- 
trative positions in industrial and com- 
mercial concerns. He is at present in 
an administrative capacity with Ser- 
vice Backing & Coating Corporation 
in Montreal. He is a member of the 
Certified General Accountants Assoc- 
iation of Quebec, the Society of In- 
dustrial & Cost Accountants and the 
Canadian Credit Institute (Montreal 
Chapter). In 1959 he was elected a 
Fellow of the Institute of Linguists 
in England. He is also a Commis- 
sioner of the Superior Court, District 
of Montreal. 


Continued on page 8 
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Save collection 
and bookkeeping costs and avoid credit 
losses. 
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way to convert their tied-up capital into 


working cash. 
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LOWEST RATES — FOR FULL DETAILS, 


PHONE OR WRITE 
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WE LIKE TO 
SAY “YES”! 


You get more than just financing 
at Canadian Factors; you get a 
constructive approach to the prob- 
lems of building markets and pro- 
tecting profits. 


Unlike many company credit de- 
partments, our attitude towards 
credit checking is positive. It’s in 
our interest to say “yes” as often 
as possible. 


When we factor a company's 
account, we only get paid if the 
sale is actually made. We can 
make money only by being posi- 
tive and constructive. Therefore 
we look for reasons to grant 
credit. 


Very often, too, we can say “yes” 
where your client would not. Often 
we can grant credits on a more 
liberal basis than he can afford to 
risk now. We have checked credits 
for over a quarter of a century. 
We have an intimate knowledge of 
the Canadian market, and our 
sources of information are immedi- 
ate and accurate. 


This constructive approach to 
credit problems has helped many 
progressive firms to expand their 
markets and protect their profits. 
Some firms, now large, owe their 
growth to the fact that they have 
used our services continuously for 
over 30 years. Perhaps we can help 
one of your clients. If you’d like 
more information about the Can- 
adian Factors plan, simply write 
today for our free booklet: “Credit 
Protection and Receivables Finan- 
cing. 


CANADIAN 
FACTORS 
CORPORATION 
LIMITED 
423 Mayor Street, Montreal 


VI 9-8681 
Established in 1931. 
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EDITORIAL (page 17) 


Among the newer techniques avail- 
able to management are long-range 
planning and forecasting, but they 
are not enough, in themselves, writes 
Robert H. Crandall, C.A. in this 
month’s editorial “Is Budgeting Ne- 
glected?”. He is concerned with the 
relationship between planning and the 
practical realties of the internal econ- 
omics of the company through the 
operations of a budget. 


A graduate of Queen’s University, 
Kingston, Mr. Crandall recently joined 
the staff, and is responsible for the 
university's budgetary, planning and 
accounting procedures. He is a mem- 
ber of the Institute of Chartered Ac- 
countants of Ontario and from 1952 
until 1959 was associated with Woods, 
Gordon and Co. 


o GRAND & TOY 
MATCHES ANY 
SHEET YOU NEED 


—Accountants’ Work 
Papers 

—Ruled Foolscap 

—tLedger and Columnar 
Sheets 

—Ring Book Sheets 

—Graph and Chart Paper 

Biggest selection of stock rul- 

ings. Complete facilities to pro- 

duce special sheets to order. 

JUST SEND US A SAMPLE 


Ask your G & T Salesman or 

G & T Store. Phone Orders: 

HI, 4-1111, Toronto; LI. 4-2861, 

Hamilton, Or write address 
© below. 


[;RAND & JOY 


a ee es 


OFFICE SUPPLIES © PRINTING 
BUSINESS FURNITURE 





MAIL ORDERS:— 33 Green Belt Dr., Don Mills, Toronte 
SS 
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“OUR NATIONAL SYSTEM 
speeds month end reports by 50%” 










Mr. Thos. E. Phair Secretary- 


Treasurer Circle Bar Knitting Co. 


MATA 


CASH REGISTERS ADDING MACHINES 


ACCOL 


Pan ee! 





writes Mr. Thos. E. Phair, Secretary-Treasurer, 
Circle Bar Knitting Co., Limited, Kincardine, Ont. 


“*Since installation of our National Model 32 Account- 
ing Machine, our Head Office operation has become 
more efficient. The system produces management 
information at month ends 50% faster than was 
previously possible. This, of course, is a definite 
asset to the Board of Directors. 


“In the face of slower payments by creditors, our 
over-due accounts are the lowest ever, due mainly to 
the efficient aging of accounts receivable at month 
end. National's simplified operation permits employ- 
ees to pick up the regular routine of posting 
Receivables, Payables and Payroll easily and quickly. 
They are particularly impressed with the Model 32's 
easy method of error correction. 


**We are extremely pleased with National’s assistance 
in setting up our system and instructing our opera- 
tors. And even though we are some distance from 
a service center, National services were provided 
without delay when needed. We have no hesitation 
in recommending National to other industrial users.” 


Your business, too, can benefit from the time-and- 
money saving features of a National System. Your 
nearby National representative can help you choose 
the System most profitable for your particular opera- 
tion. Call him today. He’s listed in the yellow 
pages under ACCOUNTING MACHINES: NATIONAL. 


The National Cash Register Company of Canada Limited © Head Office: Toronto © Sales Offices in Principal Cities. 
“Visit us in The International Building at The Canadian National Exhibition Aug. 24 te September 10.” 





NOTES AND 





Canadian Institute Affairs 

The Executive and Council of the 
Canadian Institute of Chartered Ac- 
countants held its regular spring busi- 
ness meeting from May 28 to 30 at 
Ste. Adele, P.Q. with J. G. Duncan, 
C.I.C.A. president, in the chair. 


Director of Continuing Education to 
be Appointed 

The meeting received and adopted 
a report from the Committee on Con- 
tinuing Education which had been es- 
tablished at the 1959 annual confer- 
ence of the Institute in Vancouver 
for the purpose of developing plans 
for a formal program of continuing 
education sponsored by the C.I.C.A. 
and the provincial Institutes. The 
committee, under the chairmanship 
of C. C. Mackechnie, recommended 
that a full-time director of continuing 
education be appointed to the staff of 
the Canadian Institute to coordinate 
such a program, and to prepare ma- 
terial for a variety of courses of post- 
qualification study. It has also recom- 
mended that a Committee on Con- 
tinuing Education be formed by each 
of the provincial Institutes, with ade- 
quate representation from the aca- 
demic world, in order to implement 
the program. 


International Invitation 

It was decided that the Canadian 
Institute would extend an invitation 
to hold the Ninth International Con- 
gress of Accountants in Toronto in 
1967 to celebrate the centenary of 
Canada’s nationhood in that year. 


Staff Appointment 
The Executive and Council are 
pleased to announce that Lorne J. 


10 


COMMENTS 


Reesor has been appointed secretary 
of the Board of Examiners-in-Chief. 
Mr. Reesor has been assistant secre- 
tary of the Board for the past year 
and a half. 


Roster of C.I.C.A. Names 

To assist members and students, a 
full list of Executive, Council, com- 
mittees and staff of the Canadian In- 
stitute will be published annually in 
the November issue of The Canadian 
Chartered Accountant. 


Research Projects 

The Committee on Accounting and 
Auditing Research of the Canadian 
Institute, meeting in mid-May under 
the chairmanship of H. I. Ross, Mont- 
real, agreed to a plan for undertak- 
ing studies in various fields of interest 
to the profession. Among the topics 
to be pursued are lease-financing; de- 
preciation-accounting principles and 
the auditor’s responsibility; audit re- 
ports and statements for unincorporat- 
ed businesses and for non-profit orga- 
nizations; and fund accounting. 

The committee also reviewed a 
draft of a forthcoming bulletin on 
qualifications in the auditor's report, 
which is expected to be published 
later this year. 

E. A. Christenson, Edmonton, was 
appointed chairman of a Sub-commit- 
tee on Accounting Practices in the 
Oil Industry. The sub-committee will 
comprise members of the Institute 
resident in Alberta. 


Corporation Profits 

Profits before taxes of Canadian 
corporations in 1959 were larger by 
15% than in the preceding year at $3,- 
350,000,000. Income tax liabilities in- 
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creased by 18% in the year to $1,506,- 
000,000, leaving profits after taxes 13% 
above 1958 at $1,844,000,000. 


Report on New Zealand and 
Asian & Pacific Accounting 
Conferences 

Mr. J. A. Wilson, F.C.A., first vice- 
president who represented the Can- 
adian Institute of Chartered Account- 
ants at the 50th Jubilee Convention of 
the New Zealand Society of Account- 
ants in March and the Asian & Pacific 
Accounting Conference in Australia in 
April 1960, writes as follows: 

“The New Zealand convention, 
which was attended by nearly 450 
delegates, was officially opened by the 
Rt. Hon. Walter Nash, Premier of 
New Zealand. The president of the 
Society, Mr. R. G. Stark, presided and 
gave a warm welcome to the overseas 
visitors who came from England, 
Scotland, India, Australia and the 
United States. The technical session 
included the following subjects: 

Auditing: Some Observations on Develop- 

ment and Trends 

Modern Accounting as an Aid to Man- 

agement 

Financial Reporting — the Accountant’s 

Responsibilities 
The Future of Accounting Education in 
New Zealand 

Economic Problems for New Zealand in 

an Expanding World 

“The New Zealand Society com- 
prises all accountants whether in 
practice or industry. This resulted in 
lively discussion during the education 
session, the main point of debate 
being whether or not the emphasis 
should be placed on academic educa- 
tion or practical experience. It was 
interesting to note that in the audit- 
ing session considerable talk centred 
around the responsibility of the aud- 
itor for detecting fraud and the extent 
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of the auditor’s responsibility for de- 
tailed checking under the law gov- 
erning incorporated companies. In 
the financial reporting session, a great 
deal of attention was given to the use 
of ratios, and some of the delegates 
expressed a strong desire to have in- 
dependent experts certify the inven- 
tory valuation. The papers were very 
impressive both as to their material 
content and the manner in which they 
were written. The social events were 
equally successful in spite of the dif- 
ficulties of looking after such a large 
group. My wife and I missed the 
Grand Ball which was the closing 
function in order to catch a plane to 
get us to Australia in time for the 
opening ceremonies of the Asian & 
Pacific Accounting Conference in 
Canberra at which the Rt. Hon. R. G. 
Menzies, Prime Minister of Australia, 
addressed the delegates from 17 
countries. 

“The Canberra portion consisted of 
delegates only, numbering about 100 
people. An interesting feature of the 
opening ceremonies was the flag- 
raising ceremony at which the flag of 
each country was raised by the leader 
of that country’s delegation. At each 
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G. M. Kapadia, president of the Bombay 
Society of Chartered Accountants, welcomes 
J. A. Wilson, C.I.C.A. Ist vice-president, 
homeward bound from attending the Asian 
& Pacific Accounting Conference in Aus- 
tralia. 
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technical session in Canberra, a 
chairman was elected who presided 
over the session, and the chairmen 
were from the Asian countries. The 
subjects covered were: 

Association of Accountants 

Independence in Accounting Practice 

Education and Training for Accountants 

“The topic for discussion had, in 
each case, been dealt with in papers 
written by representatives of three 
countries; the three authors intro- 
duced their papers and then formed 
a panel to deal with questions. Each 
organization represented was invited 
to comment on each subject. 

“After three days in Canberra the 
conference moved to Melbourne 
where the Governor of Victoria 
State, General Sir Dallas Brooks, 
opened the proceedings and the ora- 
tion was given by the Rt. Hon. Sir 
Owen Dixon, Chief Justice of the 
High Court of Australia. The subjects 
covered in the technical sessions 
were: 

Accounting Methods 

(1) Hand Methods 

(2) Machine Methods 

(3) Punched Card and Electronic Data 

Processing 
Financial Planning and Control 

(1) Long and Short-Range Planning 

(2) Control through Accounting 

(3) Control of Investments in Inven- 

tories 
The Accountant and Pricing Policy 
(1) Bases of Pricing Policy 
(2) Relationships between Cost, Price 
Volume and Profit 
(3) The Accountant’s Contribution to 
Pricing Policy 
Accounting and Auditing Standards 

(1) Development of Accounting Stand- 

ards or Principles 

(2) Development of Auditing Standards 


Continued on page 14 








List of C.1.C.A. publications $=A 


BOOKS and 
MINING ACCOUNTING IN 
CANADA 


A clear and concise explanation of the 
accounting treatment of problems peculiar to 
the mining industry $3.00 


FINANCIAL REPORTING 
IN CANADA (3rd ed. 1959) 
An analysis of reporting practices of 300 


Canadian companies — 
(members $4.00) 


INTEGRATED and ELECTRONIC 
DATA PROCESSING IN CANADA 


Chapters on auditing electronically produced 
records, evaluating E.D.P. possibilities and 
case histories $1.75 


ECONOMICS 


Survey of Economics prepared by members 
of Queen's University, based on Economics 
notes used by Institute Course of Instruction 

$5.50 


(members $4.50) 


CANADA'S INVESTMENT 
BUSINESS 


One of the best book- 
lets on the mysteries 
of the investment busi- 6 


ness — Toronto a 


GRAIN ACCOUNTING IN 
CANADA 


A useful reference for those interested in 
grain accounting $1.25 


MUNICIPAL FINANCE IN 
CANADA 


Municipal finance officers and auditors will 
=, helpful data in this 40-page book- 
$1.25 
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BROCHURES 
FUNCTION OF MANAGEMENT 


Contains |! articles explaining what manage- 
ment is and the techniques used by top 
management to discharge its responsibili- 
i $2.00 


SMALL RETAIL STORE 
ACCOUNTING 


A valuable brochure 
for the small retailer 
intent on seeing his 
business prosper, $1.25 


VALUATION OF PRIVATE 
BUSINESS AND PROFESSIONAL 
PRACTICE 


Answers to questions on minority interest, 
valuation of goodwill, price earnings ratios 
in measuring financial performance, etc $2.00 


ACCOUNTING FOR THE FOREST 
PRODUCT INDUSTRIES 


Concise descriptions of forest product indus- 
tries’ operations and special accounting 
features $1.75 


ACCOUNTING TERMINOLOGY 


A 77-page dictionary defining words and 
phrases (members $2.00) $2.50 


SHOULD SMALL BUSINESS 
INCORPORATE? 

An outline of the advantages and disadvan- 
tages of incorporation, showing effect of 
1959 amendments 25¢ 


Please send remittance with orders — orders for less 
than $5.00 must be accompanied by remittance. 


The Canadian Institute of Chartered Accountants 


69 Bloor Street East 


Toronto 5, Ontario 








Continued from page 12 
(3) Development of Standards for Gov- 
ernment Accounting and Auditing 
(4) Problems of Achieving National and 
International Acceptance of Account- 
ing and Auditing Standards 


“Between 1000 and 1400 attended 
the technical sessions. I was great- 
ly impressed with the quality of the 
contributions from the Australian 
participants and by the earnestness of 
the audience. All those I met seem- 
ed very keen to learn of developments 
in other countries. 


“The social events were on a big 
scale due to the large numbers in at- 
tendance. The formal dinner was im- 
pressive, and I had the honour to re- 
ply to the toast to the delegates from 
abroad. 


“The one impression that stands out 
in my mind is that the Canadian Insti- 
tute must participate in international 
affairs of this kind and take part in 
the development of the world-wide 
accounting profession. We can make 
an important contribution, and I be- 
lieve it would be gratefully received 
by those countries who have not had 
an opportunity to develop profession- 
ally to the same extent as ourselves.” 


Mr. Wilson presented two papers. 
In the June issue of this journal 
“Punched Card and Electronic Data 
Processing” was published, and “In- 
dependence in Accounting Practice”, 
given at Canberra, will appear in a 
later issue. 


Alberta Institute Jubilee 

Members of the accountancy pro- 
fesstion will wish to congratulate the 
Institute of Chartered Accountants of 
Alberta on the celebration of its 50th 
year of incorporation by Act of Par- 
liament in 1910. In its first 50 years 
the Institute has provided within its 
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membership six Canadian Institute 
presidents, including Mr. J. G. Dun- 
can, F.C.A. who holds the position of 
C.I.C.A. president at the present time. 
At May 30, 1960 membership of the 
Alberta Institute totalled 659 chart- 
ered accountants and 389 students-in- 
accounts. 


NAA Nomination 


G. A. Hewitt, partner of Lybrand, 
Ross Bros. & Montgomery, Phila- 
delphia, has been nominated as presi- 
dent of the National Association of 
Accountants for 1960-61. 


Policy on Orders for Publications 


In view of the growing heavy de- 
mand for Institute publications, all 
orders for less than $5.00 should be 
accompanied by remittance (cheque, 
cash or money order). This has been 
found necessary in order to reduce 
the amount of work and cost involved 
in the handling of small orders. 


In the News 


F. S. Capon, C.A. (Que.), has been 
elected president of the Controllers 
Institute of America, effective Sep- 
tember 1. He is the first Canadian to 
hold this position. 


CURRENCY EXCHANGE RATES 

The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., May 31, 1960: 

Australia (pound) 2.22%; Belgium 
(franc) .0199; Denmark (kroner) .1435; 
France (franc) .2020; Germany (d. mark) 
.2375; India (rupee) .2085; Italy (lira) 
.00160; Mexico (peso) .0793; Netherlands 
(guilder) .2627; New Zealand (pound) 
2.76%; Norway (kroner) .1390; Sweden 
(kronor) .1916; Switzerland (franc) .2294; 
Union of South Africa (pound) 2.77%; ster- 
ling in Canada, 2.76%-2.77%; sterling in New 
York, 2.80-2.80%; U.S. dollars in Canada, 
1%-1% discount. 
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The 58th Annual 
Conference of the 
Canadian Institute 


11-14 SEPTEMBER 1960 


The planning stages of an- 
other annual conference are 
nearing completion, and by hap- 
py coincidence the meeting will 
take place in Banff, Alberta in 
the same year as the Institute of 
Chartered Accountants of Al- 
berta celebrates the 50th anni- 
versary of its incorporation. Re- 
ports from the national and local 
Conference Committees indicate that both the technical sessions and 
social program will measure up to those of recent years. 

Taking the approach which proved so successful at the past two 
conferences, the technical program will provide an opening day of 
plenary sessions followed by the opportunity for members to pursue 
a concentrated two-day study course concerning one major topic. 
The three topics planned are “Accounting and Auditing Problems”, 
“Management Controls” and “Taxation”. Among those who have 
graciously consented to address the conference are Hon. E. C. Man- 
ning, Premier of the Province of Alberta, and Eric Kierans, recently 
appointed president of the Montreal Stock Exchange. Also on the 
program are W. M. Mercer, president of William M. Mercer Limited, 
and several other prominent businessmen and members. For several 
years the third-day technical sessions have been conducted in the 
more relaxed atmosphere of a university campus, and this year mem- 
bers have been invited to use the facilities of the unique Banff School 
of Fine Arts. 

The conference's social program will more than keep pace with 
the standard established by past C.I.C.A. gatherings. Arrangements 
have been made for receptions, a Western style dinner and dance, 
and a golf tournament on the famous Banff Springs Course. While 
the men toil, the ladies will have an opportunity to scale Sulphur 
Mountain in the new Swiss-gondola lift, visit Lake Louise with a 
stop at Deer Lodge for luncheon, and enjoy the Banff area’s many 
scenic pleasures. 

The 1960 annual conference will offer a wealth of mountain 
beauty and western hospitality, and the C.I.C.A. knows that its mem- 
bers will want to heed its call. 
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Foresight .. . 


In the minds of most people is the hope that at some 
time they will attain a measure of financial independence. 
Too often this attainment is left to accident or luck. 
Neither is satisfactory . . . neither is sound. 


Experience shows that the only sure way of reaching 
this position is by a sound plan of investment... a plan 
designed for the investor’s own requirements, plus the 
courage and foresight to carry it out. 


Those who have shared in Canada’s almost spectacular 
growth in recent years have been well rewarded. There is 
ample evidence that this growth will continue as Canada 
maintains its place as an important supplier of many of 
the world’s needs. Foresight today, through carefully 
planned investment, can help you share in this growth 
and help you reach the measure of financial independence 
you want. 


There is no universal investment programme. Whether 
for a large amount or for a moderate amount, an invest- 
ment programme should be carefully planned to meet 
your personal requirements. This is where we can 
assist you. 


We shall be happy to help you plan a programme... 
without obligation to you of course. Just come in to any 
of our offices ... or drop us a line. 


A. E. Ames & Co. 


Limited 
Business Established 1889 


TORONTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER 
VICTORIA WINNIPEG CALGARY LONDON HAMILTON OTTAWA 
KITCHENER ST. CATHARINES OWEN SOUND QUEBEC BOSTON, MASS. 
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Editorial 


IS BUDGETING NEGLECTED? 


THE FASTER ONE travels the more carefully the route must be planned. 
On a leisurely walk, one can afford the luxury of starting out with 
no plan and deciding on the route along the way. On the other hand, 
the pilot of a jet airplane can afford no such luxury. The speed of 
his travel demands meticulous planning of route and resources before 
he ever leaves the ground, and checking and correcting as he 
proceeds. 

In a short span of time the pace of business seems to have 
changed from a leisurely walk to jet travel, and we hear on all sides 
not only that the pace has increased, but that it is likely to increase 
at a faster and faster rate. The demands on company management 
produced by this increased pace are obvious; what is required is 
more meticulous and longer-range planning of the path the company 
wishes to take, and of the resources that will be available to it. 

Planning the route is essential, but it is not enough. Once the 
planning has started, it will be useful only if means are established 
to gauge the success of the endeavour and correct the day-to-day 
conditions that are likely to divert the organization from its chosen 
route. In brief, careful planning must be backed up by good informa- 
tion and control procedures. 

Few would doubt that the concept outlined above is good accept- 
able theory. The astonishing thing is that surprisingly few executives 
convert this theory into practical realities through the operation of a 
budget to plan and control their operations. They content them- 
selves with examining financial statements for past periods, a pro- 
cedure which has been compared to steering a car by watching the 
road through the rear-view mirror. Yet, any professional account- 
ing firm reviewing its list of clients would probably find that those 
that do careful budgeting are the large, successful, and often foreign- 
controlled, firms. 

There are, of course, good reasons why the smaller firm neglects 
budgeting. It cannot afford the full time specialist to operate a 
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formal budget program, and it is natural for the company’s manage- 
ment to concern itself with what appear to be the more press- 
ing day-to-day issues. It is to the credit of professional accountants 
that many of them appreciate this void in the company’s adminis- 
trative structure and encourage and aid the company to do some- 
thing about it. This is an important service, for the smaller company 
can no more afford to be without a budget than can a larger one. 

This neglect of proper budgeting can be blamed on two main 
causes: the first is the failure to realize its value, and the second 
is a natural reluctance to assume a task which is demanding tech- 
nically and which requires an understanding of the environment in 
which the company operates and an insight into the internal eco- 
nomics of the company’s operations. 

The failure to realize the need is natural enough, for most organ- 
izations have, in the past, been able to get by with only the most 
casual form of budgeting, and their staffs are unfamiliar with the 
results to be expected from an adequate budget program. 

It is not uncommon, however, to find people who ought to be 
budgeting, but who are just familiar enough with the technique to 
be appalled at the knowledge and skill required for successful 
budgeting. One suspects that it is these people from whom one 
most often hears such phrases as “We don’t draw up any formal 
budgets on paper, but of course we have a pretty good idea where 
were going”, or “This company is in a peculiar kind of business 
where a budget wouldn't really work”. 

It is easy enough to understand these attitudes since they reflect 
an all too human approach to something that appears to be, and can 
be, difficult. The key fact is, however, that the impersonal forces of 
our economy will make no allowance for human frailties. These 
forces will favour the organization that knows where it wants to go, 
knows what it has to do to follow the desired path, and can find out 
when and where the organization has stepped off the path. The 
only sure way to do this is through a budget carefully prepared and 
competently administered. More companies would benefit by recog- 
nizing this fact. 
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Materials Planning 


C. RICHARD ASHER 





IN RECENT YEARS, there has been a 
growing belief that the potentialities 
of the materials management function 
have not been fully exploited and that 
business generally has not yet achiev- 
ed efficiencies and savings in this field 
on a scale comparable with those ob- 
tained in other areas. There is gen- 
eral agreement about the magnitude 
of potential savings, and new con- 
cepts and techniques are being used 
by some companies with considerable 
success. The type of organization 
and the approach to materials man- 
agement have varied with the nature 
and size of a company. For this rea- 
son, different definitions have been 
applied to the terms materials man- 
agement and materials planning and 
to the scope of the function. 


For the purposes of this article, 
materials management includes plan- 
ning, directing, controlling and coor- 
dinating all the activities associated 
with the acquisition and use of ma- 
terials. It involves purchasing, trans- 
portation, inventory control, materials 
handling, distribution and _ related 
functions. 


Materials planning involves choos- 
ing and projecting a program for fu- 
ture action and reviewing it to deter- 
mine if a need for reconsideration 
arises. This may be a major respon- 
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sibility of the overall materials man- 
agement function or be divided ac- 
cording to individual administrative 
responsibilities. In some companies, 
the planning and management func- 
tions in these areas may respond at 
the same level; in some, either func- 
tion may report to the other. One 
thing is certain: they must work to- 
gether and be fully coordinated. 

This article will discuss the areas 
in which materials planning can op- 
erate and give examples to illustrate 
opportunities for reducing costs and 
increasing efficiencies. A recital of 
the usual organizational responsibil- 
ity for materials planning will lead 
into the development of a rather new 
and different organizational concept. 


Planning for New Facilities 


A problem which confronts all com- 
panies at one time or another is plan- 
ning materials for new manufacturing 
facilities. This planning requires care- 
ful consideration of alternative courses 
of action with respect to a number of 
factors, including plant location, the 
possibility of vertical integration, 
making or buying important mater- 
ials, effective use of working capital, 
and forecasts of long-term trends. 


Choice of a plant site is itself in- 
fluenced by many factors. Often it 
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is decided by materials planning con- 
siderations, such as the availability 
and cost of materials, components, 
fuel or transportation services. Trans- 
portation, in particular, is of prime 
importance because of the need for 
distributing goods efficiently at low 
costs, as well as for its significance in 
the acquisition of materials. Acquisi- 
tion and distribution of materials both 
involve planning of transportation 
and handling methods, including 
specially designed transport equip- 
ment, new and novel containers and 
pipelining. 

A make-or-buy decision may be at 
the heart of materials planning. There 
is an inherent danger in leaving the 
responsibility for this decision in the 
hands of only one administrative 
function, whether it is production, 
purchasing, finance or control. 

Successful materials planning for 
new facilities requires a great deal of 
intelligent forecasting. One of the 
basic questions which should be ask- 
ed is “What is the long-term trend 
in availability and cost of materials 
or components?” 

The answer may require a complex 
and detailed study calling on the ex- 
perience and opinions of a number of 
people both in and outside the 
company to answer subsidiary ques- 
tions, such as: 

What are the chances of technolog- 
ical developments which will lower 
costs of materials either through bet- 
ter processes or reduced capital cost 
of new facilities? 

What is the probable trend in tariff 
protection? 

Would increased duty raise the 
price of material or might it have the 
effect of reducing it as is sometimes 
the case when the domestic producer 
increases his volume as a result of 
obtaining all of the market? 


What are other manufacturers’ 
plans? 

What are the population growth 
trends? 

Would the establishment or devel- 
opment of domestic natural resources 
influence price or availablity? 

No consideration of materials plan- 
ning for new manufacturing facilities 
can be complete without envisaging 
the effect of new ideas and techniques 
in materials handling. This part of 
planning should embrace the whole 
field, not excluding the possibilities in 
the supplier’s plant, from the sup- 
plier’s plant to the proposed new fa- 
cility, in-plant materials handling and 
packaging, storage and distribution. 
Pipelining, “piggy-back”, collapsible 
containers and air transport of small 
components are all results of ideas 
which have been used successfully in 
recent years. 


Planning for Current Needs 


This is the best known area for ma- 
terials planning. The objective is to 
develop potential opportunities to 
lower the landed cost, to improve 
quality, delivery or assurance of sup- 
ply of materials and to conserve and 
use working capital to the best effect. 


One important and well-known con- 
sideration in this planning is the ques- 
tion of whether it is better to have a 
sole supplier or to have two or 
more established sources. Purchasing 
agents and production men’ are con- 
stantly debating this point. Of course, 
there is no simple uniform answer. 
Because of the ever-present danger of 
work stoppages, most buyers strive 
for a second or third approved source. 
Knowledge that competition usually 
works to reduce prices and to improve 
quality and service is a strong incen- 
tive for splitting the business. 


On the other hand, there are many 
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MATERIALS PLANNING 


examples of substantial savings which 
have resulted from the establishment 
of a sole source of supply. One ex- 
ample occurs when a firm’s require- 
ment of a material or component 
grows to the point where it is planned 
to integrate vertically by erecting 
facilities to manufacture the material 
which previously was obtained from 
several suppliers. Faced with the loss 
of this business, one of the existing 
suppliers may well decide that it 
would be better for him to expand his 
facilities, and sharply lower his price, 
provided that by so doing he can ob- 
tain a long-term contract for the en- 
tire quantity. Under some conditions, 
this supplier may be able to do the 
job more efficiently than can the con- 
suming company, and the arrange- 
ment will therefore work to the mu- 
tual benefit of both companies. The 
decision will depend on the nature 
of the product and the volume of 
business. Dividing business can, un- 
der some circumstances, be a costly 
way to assure uninterrupted supply. 


The purchasing agent may find 
himself compelled to pay prices which 
he believes are too high, or to accept 
service or delivery schedules that are 
inadequate. His planning, under 
these circumstances, may include ap- 
proaching other manufacturers of this 
commodity and encouraging them 
to enter into competition, either by 
freight absorption, developing an 
economical process, or by establishing 
new manufacturing facilities. 


An analysis of the economics of 
vertical integration (make or buy) 
which has been mentioned several 
times is a part of materials planning 
which will pay good dividends. Such 
studies do not always result in the 
construction of new facilities to make 
the goods in question, but they often 
lead to a more realistic examination 
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by both buyer and seller of existing 
prices and services. 


Factors in Planning 

Duty rates may be a factor in plan- 
ning for existing needs. Again, it 
should not be overlooked that rea- 
sonable tariff protection may have the 
effect of lowering the price or provid- 
ing better assurance of supply by in- 
creasing the domestic manufacturer's 
participation in the domestic market. 

The method and cost of transporta- 
tion is a field where traffic, purchas- 
ing and production people normally 
work in cooperation in their continu- 
ing planning for lower costs and bet- 
ter supply. Possibilities which are 
regularly studied include such consid- 
erations as a case for commodity 
freight rates, agreed charges, pipelin- 
ing and bulk movements. Combined 
with these is the study of the possi- 
bility of changing the existing pattern 
of use of rail and highway transport 
and pooled shipments. There are ex- 
amples of firms having effected sub- 
stantial savings by the acquisition of 
transportation facilities. In fairness, 
it should be said that there are other 
cases of savings being achieved 
through the disposal of owned trans- 
portation facilities in favour of con- 
tract or public carriers. 

Closely allied with transportation 
methods is planning for materials 
handling, both in the supplying and 
the consuming plants and as a part of 
the transportation facility. 


“In-Plant” Materials Planning 


A third area involves “in-plant” 
handling of materials for use or for 


sale. It is a part of the overall prob- 


lem and includes such considerations 
as inventory planning, materials hand- 
ling, packaging, storage and distribu- 
tion. 
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Organization 


What type of organization will be 
most effective in achieving the poten- 
tial efficiencies and savings from ma- 
terials planning? First, let us con- 
sider the organization normally used. 

The responsibility for planning for 
new manufacturing facilities is often 
accepted by top management, parti- 
cularly in smaller and medium-sized 
companies. In larger companies, the 
job may be allocated to a develop- 
ment or planning department; or the 
manufacturing division concerned 
may do the job. The purchasing de- 
partment may take a leading role or 
may act as a member of a team with 
the operating people or a study group. 

When planning for current needs, 
the purchasing and the production 
departments usually work together. 
The traffic department and the ma- 
terials handling unit (where it exists ) 
may be brought into the picture. 
In any but the larger companies, 
it is not uncommon for top manage- 
ment to do this planning, aided, 
where necessary, by purchasing and 
production staffs. 

In-plant planning in most firms is 
a function of the manufacturing divis- 
ion with or without the active help 
of the engineering department, the 
materials handling unit.and the con- 
trol people. 

Is the normal organizational set-up 
adequate to achieve maximum effic- 
iency? While it has worked quite well 
in smaller and medium-sized compan- 
ies, grave doubts have been express- 
ed by many writers that the larger 
companies have set up the organiza- 
tional responsibility which will 
achieve the best results. Several 


writers have made a strong case for 
having one authority responsible for 
all aspects of materials management. 
Depending partly on the interests and 
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background of the authors, these 
writers have proposed that this one 
authority be purchasing, control or 
production. Some analysis of what 
would be involved is in order. 


There are many examples of com- 
panies where production has full 
responsibility for all aspects of ma- 
terials management. This is not 
unreasonable and can work very well. 
However, it is not necessarily the best 
answer in all cases, particularly for a 
larger company. 

The case of centralizing the respon- 
sibility in control or purchasing is 
more difficult to support. Perhaps 
the answer is that, if either had this 
full responsibility, it would require a 
significant broadening of scope and a 
possible renaming. In the case of pur- 
chasing, it would seem that a better 
name would be “Materials Depart- 
ment”; purchasing would only be one 
part of the function. 


Before drawing conclusions, it is 
well to consider some aspects of or- 
ganization. With increasing technical 
knowledge and business complexity, 
there has been a sharp trend toward 
specialization. This may be expected 
to continue. Because specialists do 
best when working in their own field, 
it is becoming increasingly difficult 
to coordinate the various specialized 
fields into a working business organ- 
ism. The danger is that functions will 
tend to become ends in themselves 
rather than means to an end. 


In a single plant, or a multi-plant 
company that produces essentially the 
same products at each plant, the or- 
ganization is generally built on func- 
tional lines. There may be several 
main groups, such as development, 
production, sales, accounting and fin- 
ance, and each of these may have sev- 
eral sub-branches. The essential point 
is that all report directly or indirectly 
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to a central top management. The 
lines run in one direction and are par- 
allel. Coordination is achieved in a 
positive fashion at the top but less 
positively and more informally by lat- 
eral contact and cooperation between 
the functional groups. 


The degree of lateral cohesion may 
be limited by a rather general tend- 
ency for people to draw a sharp line 
or boundary fence around their field 
of activity. If we liken this kind of 
organization to a fabric, all the 
threads run in one direction. There 
is good strength in that direction but 
not much to hold the threads togeth- 
er other than the lateral cohesion 
mentioned above. 


If we were to accept the idea that 
materials management is a function 
which should be under one authority, 
it becomes apparent that we must 
establish another line of authority 
which runs essentially at right angles 
to the normal lines. Materials man- 
igement is certainly a part of devel- 
opment, production, sales, accounting 
and finance. Using the fabric anal- 
ogy, this cross-weaving may be effec- 
tive in tying the functions together, 
but it also sets the stage for many 
problems. To whom would a mater- 
ials manager report? To what extent 
does his acceptance of responsibility 
for materials relieve the normal func- 
tional lines of this responsibility? Ob- 
viously, it must be a shared responsi- 
bility. It is unthinkable that a produc- 
tion department, for example, should 
give up all or even a major part of its 
responsibility for materials. 


These problems are far from being 
insurmountable. They have confront- 
ed most large companies which are 
engaged in producing different prod- 
ucts in different plants. Decisions 
must be made as to whether func- 
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tional lines will all run up and down 
or whether some will run at right 
angles to the normal line of response. 
Often the decision is for the inter- 
weaving pattern which, despite its 
hazards, has many advantages such 
as providing a larger field of activity, 
thus justifying more able staff to per- 
form the same duties for a number 
of units. 


Conclusion 

Whether materials planning (and 
materials management) is under one 
authority is not the most important 
consideration. In some firms, depend- 
ing on the nature of the business and 
the problems, central responsibility 
might work best. In others, it might 
be better to have the authority di- 
vided. The cross-weaving may be ac- 
complished by having one thread run- 
ning across the whole fabric or by hav- 
ing several shorter threads which tie 
only two or three functions together. 
The essential point is that in this, as in 
all cross-woven functions and author- 
ities, it must be coordinated with all 
other activities to which it is auxiliary. 
The job must be performed in cooper- 
ation with, not to the exclusion of, the 
responsibilities of the normal line or- 
ganization. Building fences around 
these jobs, a practice dear to some 
specialists, will destroy the interwoven 
fabric. 

Materials planning presents an or- 
ganizational problem which is becom- 
ing more acute with increasing spec- 
ialization. Its solution is similar to 
that of many other management prob- 
lems. Regardless of the type of or- 
ganization established, each special- 
ized function must be coordinated so 
that every part of the complex busi- 
ness organism derives maximum bene- 
fit from the knowledge and efforts of 
all other parts. 








Choosing Between Branch 


or Subsidiary 


J. KERR GIBSON, C.A. 


IN DECIDING ON THE FORM in which to 
carry on a part of a business, full con- 
sideration is not always given to all 
the implications of the choice. De- 
cisions of this kind are often reached 
as a result of historical accident, or on 
the basis of a single fairly obvious ad- 
vantage of one form over another. 

The expansion of activities of a 
company into a related field may re- 
sult in the gradual development of a 
small divisional operation into a sub- 
stantial part of the overall business. 
When this happens, it is not unusual 
to find that the new business con- 
tinues to operate as a branch even 
though there might be advantages in 
organizing it as a separate corpora- 
tion. The opposite situation may de- 
velop through the purchase of shares 
of other companies in the same, or a 
related, line of business, Frequently 
this will lead to the development of 
complicated structures of parent, sub- 
sidiary, sub-subsidiary and affiliated 
companies, having no _ justification 
whatsoever from a business point of 
view. 

In cases where decisions to organ- 
ize part of a business as a branch or 
subsidiary company have been based 
on one single salient factor, the form 
chosen may merely be the one most 
suitable from this particular stand- 


point. If the alternative form were 
preferable for other reasons, some 
solution might be possible to over- 
come its disadvantages. For example, 
the need to integrate the manage- 
ment of businesses operated by separ- 
ate companies subject to common con- 
trol may suggest the desirability of 
consolidating operations under a single 
corporate shell. However, this integra- 
tion might well be achieved without 
disturbing the separate corporate 
existences if they were beneficial for 
other reasons. Similarly, where the 
existence of designated surplus puts a 
heavy tax obstacle in the way of an 
otherwise desirable merger, there 
may be less obvious methods of 
achieving a consolidation of opera- 
tions within a single corporation. 


One difficulty in approaching this 
subject lies in the wide variety of cir- 
cumstances in which questions of this 
kind arise. The operations of the po- 
tential branch or subsidiary may be 
completely separated from that of the 
main company, or they may be an in- 
tegral part of the principal business. 
The question may concern the foreign 
operations of a Canadian company or 
the Canadian operations of a foreign 
company. The principal company may 
supply products to the branch or sub- 
sidiary for distribution or further 











manufacture, or it may purchase part 
or all of its production. The opera- 
tions of the branch or subsidiary may 
be controlled by the same executives 
as the parent, or it may be managed 
independently. In spite of the wide 
variety of situations, however, it is 
possible to set out some of the more 
important tax and other considera- 
tions that should be borne in mind 
in choosing between branch or sub- 
sidiary status. Usually there will be 
some advantages to either form, and 
the important thing is to see if the 
disadvantages of one form can be 
overcome or at least minimized. 


Loss Carry Forward 

In the case of a new undertaking, 
where the risk of loss in the early 
years is relatively high, it may be de- 
sirable to carry on operations, initial- 
ly at least, in the form of a branch of 
the main company rather than 
through a subsidiary. This would en- 
sure immediate tax relief for any 
losses incurred by the new branch by 
offsetting these losses against any 
profits of the principal business. Since 
the Canadian Income Tax Act does 
not permit parent and_ subsidiary 
companies to file consolidated re- 
turns, the only tax relief for a loss 
incurred by a subsidiary company 
would be by way of carry-over 
against the business income, if any, 
of the subsidiary for the previous year 
or the five years following the year 
of loss. Thus, tax recovery for losses 
is likely to be more certain and may 
be realized sooner in the case of a 
branch than for a subsidiary. 


This disadvantage of subsidiary 
status is aggravated for businesses 
carried on in Quebec, since that pro- 
vince makes no provision for carry- 
over of business losses from one year 


CHOOSING BETWEEN BRANCH OR SUBSIDIARY 





25 


to another for purposes of its corpor- 
ation tax. Quebec will, however, 
permit the deduction of a loss suffer- 
ed by a branch from the other income 
of the company for the year in which 
the loss was incurred. 


Profit on Inter-Company Business 


The absence of provision for con- 
solidated returns results in a further 
advantage to the branch form of or- 
ganization in cases where there is any 
significant amount of inter-company 
business. Taxable profit would norm- 
ally arise at the time of transfer of 
product from one company to an- 
other, even though one was a wholly- 
owned subsidiary of the other and no 
profit had been realized on sale to 
outsiders. On the other hand, trans- 
fers of stock between branches of a 
single company would not give rise 
to profits subject to tax. In some 
cases, where goods are transferred be- 
tween a parent and subsidiary com- 
pany, it may be possible to postpone 
tax until the time of ultimate sale to 
a third company, by transferring the 
goods on consignment only, with the 
transferor retaining title. This would 
normally be practical only where one 
company was acting as a distributor 
or sales agent for the other. It would 
be difficult to apply where the prod- 
uct of one company was to be pro- 
cessed by the other company, or used 
in the production of other products 
for sale to the public. In that case 
it may be impossible to avoid recog- 
nition of profit at the time of the in- 
ter-company transfer, and thus in- 
come tax will be incurred on a profit 
that has not been realized by the 


organization as a whole. 


Provincial Taxes 


The choice of branch or subsidiary 
status may also affect the allocation 
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of the combined income between pro- company M whose manufacturing fa- 
vinces, and thus affect the federal cilities are located in Ontario. Com- 
credit for provincial tax and the pro- pany M delivers all of its production 
portion of the total income that is to a subsidiary distribution and sales 
subject to Quebec and Ontario tax. company, company S. The follow- 
To illustrate this, take the case of ing data is assumed: 






















Total Quebec Ontario Other 
Company M 
Seles | .:.i... 100% 100% 
WHORES socks Loree 100% 100% 
Average ........ ssh 100% 100% 
Taxable income ats $80,000 
Company S 
RUE otra iss Se 100% 30% 30% 40% 
Wages mtg lis 100% 20% 50% 30% 
Average _........ os ernie 100% 25% 40% 35% 
Taxable income - Se $20,000 


Provincial taxes and federal credit for provincial tax (based on 1960 tax rates) would 
be as follows: 


Company M 
Ontario tax (11% of $80,000)... $8,800 
Federal credit (9% of $80,000).... 7,200 


Excess of provincial taxes over 


federal credit ............:.::..s... $1,600 
Company S$ 
Quebec tax (10% of 30% of $20,000) $ 600 
Ontario tax (11% of 40% of $20,000) $880 
Less adjustment re Quebec tax — 
10% of 30% of $20,000 $600 
10% of 25% of $20,000 500 100 780 











Federal credit re Que. (10% of 25% of $20,000) 500 
Federal credit re Ont. ( 9% of 40% of $20,000) 720 1,220 






Excess of provincial taxes over 
UUM RUNES ree hc ee a ay Rts week Mee tued a ee oh otaada ke 160 






Combined excess of provincial taxes over federal credit .................0.0.000.... :... $1,760 












Now suppose, instead of handling distribution and sales through a subsidiary com- 
pany, this had been done by the company M itself, with the following results: 








Total Quebec Ontario Other 

Company M 
Sales. x. ssnbeke 100% 30% 30% 40% 
Wages : es 100% 10% 70% 20% 
ee eee ee 100% 20% 50% 30% 





Tantble tants ........ $100,000 
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In this case, provincial taxes and the federal credit would have been as follows: 


Quebec tax (10% of 30% of $100,000) 
Ontario tax (11% of 50% of $100,000) 
Less adjustment re Quebec tax — 
10% of 30% of $100,000 
10% of 20% of $100,000 


Federal credit re Quebec (10% of 20% of $100,000) 
Federal credit re Ontario ( 9% of 50% of $100,000) 


Excess of provincial taxes over federal credit 


Under the conditions as illustrated 
above, operation of the sales orga- 
nization through a separately incorp- 
orated subsidiary would result in ad- 
ditional tax of $760. The opposite re- 
sult is obtained in the case of a com- 
pany doing business in Ontario whose 
manufacturing facilities are located 
outside Ontario. Then the subsidiary 
form would result in some savings as 
compared with operation of the sell- 
ing and distribution organization as a 
branch of the manufacturing com- 
pany. 

With the ever-changing pattern 
of federal-provincial tax-sharing ar- 
rangements, it may be unwise to give 
too great weight to considerations of 
this kind in deciding on the most 
suitable form of organization. It is, 
however, desirable to ensure that the 
form chosen does not result in an un- 
reasonably high proportion of taxable 
income being allocated to Ontario (or 
any other province that chooses to im- 
pose tax at rates higher than the gen- 
eral level). Where a subsidiary com- 
pany is used to carry on part of the 
activities, care should be taken in es- 
tablishing prices for inter-company 
transactions to see that these are 
not open to attack by the various 
jurisdictions affected. Consideration 
should also be given to the effect of 
differences between the method of de- 
termining taxable income for Que- 
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bec purposes and that used for fed- 
eral and Ontario purposes. 


Designated Surplus 

Where the business of a subsidiary 
company is to be operated as a 
branch of the parent, the existence of 
designated surplus may be a formid- 
able obstacle. If control of the shares 
of the subsidiary company had been 
acquired since May 10, 1950, the un- 
distributed income of the subsidiary 
at the beginning of the year in which 
control was acquired will have be- 
come labelled as “designated surplus”. 
Distributions received by the parent 
out of designated surplus would be 
taxable in the hands of the parent 
company at ordinary corporate rates. 
Since winding-up the _ subsidiary 
would normally give rise to a deemed 
distribution of designated surplus and 
the resulting tax penalty, this course 
of action seldom looks particularly at- 
tractive. Some other way must be 
found for bringing the operations of 
the parent and subsidiary into a single 
corporation, or they must become re- 
conciled to continue their separate 
existences. 


When there are substantial advant- 


.ages to carrying on the business of a 


parent and subsidiary under one corp- 
orate shell, this may sometimes be 
achieved by having the subsidiary 
acquire the business and assets of the 
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parent. In other cases, the parent 
company may take over the business 
of the subsidiary and acquire its 
working capital, in consideration for 
real estate or other investments held 
by the parent. The subsidiary then 
continues as a real estate or invest- 
ment holding company. In practice, 
however, the difficulties and incon- 
veniences of carrying on operations 
through separate companies is often 
not quite serious enough to justify 
going through the complications in- 
volved in bringing about a merger 
when substantial amounts of designat- 
ed surplus are involved. It is to be 
hoped that the income tax authori- 
ties will relax their grip on designated 
surpluses sufficiently to relieve situa- 
tions of this kind. 


Minority Interests 

The existence of minority interests 
in a subsidiary company may make it 
difficult to carry on the business of 
the subsidiary as a branch of the par- 
ent company. If the branch form is 
desirable for other reasons, it might 
be possible to overcome this obstacle 
by providing the minority sharehold- 
ers with an interest in the parent com- 
pany in exchange for their interest in 
the subsidiary, either through amal- 
gamation or through an exchange of 
shares followed by the winding-up of 
the subsidiary. On the other hand, 
the difficulties involved in making a 
satisfactory arrangement with minor- 
ity shareholders may outweigh any 
advantage of the branch form over 
subsidiary company status. 

A subsidiary corporation may be 
superior to the branch form where it 
is desirable to provide incentive for 
executives or other key employees in 
the form of an interest in the welfare 
of the part of the business for which 
they are responsible. Where the busi- 


ness is organized in the form of a sep- 
arately incorporated subsidiary, em- 
ployee participation in the growth 
and profits of the business may be 
provided either by minority share- 
holdings or through a profit-sharing 
plan, or by a combination of the two. 
If the business is organized as a 
branch, it is not possible to provide 
an interest in that particular branch 
through shareholding. It may be pos- 
sible to achieve roughly comparable 
results through the use of a profit- 
sharing plan, but this is not always 
the case. 

There are, however, many disad- 
vantages to the use of minority share- 
holdings as a means of providing em- 
ployees with a participation in profits 
of a business. The existence of a 
minority interest in a subsidiary com- 
pany may inhibit freedom of action in 
many ways. For example, it may af- 
fect decisions as to dividend policy, 
salary levels, expansion plans, etc. In 
addition, it is usually necessary for 
the protection of both the employee 
and the parent company to provide 
for the repurchase of the employee’s 
shares on termination of employment 
at a price based on a predetermined 
formula. Such provisions may elimi- 
nate any advantage of a sharehold- 
ing interest over a_ profit-sharing 
agreement designed to provide com- 
parable benefits for the employee, ex- 
cept in the case of employees who are 
in very high tax brackets. 


Foreign Operations of a Canadian 
Company 

Some countries do not grant foreign 
companies the right to carry on busi- 
ness within their jurisdiction, leaving 
no choice as to the form to be adopt- 
ed for the operations of a Canadian 
enterprise in that country. Others 
may provide incentives for the estab- 
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lishment of a locally incorporated 
company, possibly requiring some 
percentage of the equity to be held 
by residents. 

Where these conditions do not ap- 
ply, the choice between branch or 
subsidiary status involves similar con- 
siderations to those discussed earlier. 
In addition, the relationship of Can- 
adian and foreign tax rates will be of 
considerable importance. Section 
28(1)(d) of the Canadian Income 
Tax Act provides a Canadian com- 
pany full exemption in respect of 
dividends received from a non-resi- 
dent corporation more than 25% of 
whose fully voting shares belongs to 
the receiving company. Ontario and 
Quebec provide similar exemption for 
dividends from foreign subsidiaries, 
although in the case of Quebec there 
is no minimum shareholding require- 
ment. This results in a considerable 
advantage to the use of a subsidiary 
company as opposed to a branch of a 
Canadian company for a profitable 
business carried on in countries im- 
posing tax at lower rates than the 
Canadian corporate rates. 

The branch form may be advan- 
tageous where operations in a foreign 
country are likely to be conducted at 
a loss, since such losses would be off- 
set against the company’s other in- 
come subject to Canadian tax in the 
year in which they were incurred. 
Where it is likely that losses will be 
incurred in the early years of a new 
foreign undertaking, it may be desir- 
able to carry on this undertaking as 
a branch of the Canadian company 
until it has become firmly established 
and is earning profits. When this 
stage is reached, consideration could 
be given to incorporating a foreign 
subsidiary to take over the foreign 
operation. 


Where the combined rates of for- 


eign tax on income and withholding 
tax on dividends are higher than the 
Canadian corporate rates, some sav- 
ing may be achieved under the 
branch form through avoidance of 
withholding tax on distributions of in- 
come. This, however, would depend 
on the effectiveness of Canadian fed- 
eral and provincial provisions for 
granting credits for foreign tax on 
income from foreign sources. These 
provisions are apparently intended to 
provide full deduction for foreign 
taxes imposed on income from foreign 
sources subject to Canadian tax, limit- 
ed to the effective Canadian tax 
otherwise payable on such income. 
However, due to differences in the 
rules for determining taxable income 
and the lack of any uniform rules for 
allocation of income between juris- 
dictions, full credit for foreign taxes 
may not be obtained in practice. 


A further disadvantage of the 
branch form for foreign operations is 
that it may involve reporting to for- 
eign governments on the entire opera- 
tions of the company even though 
only a relatively minor part of the 
business is done in such countries. 


Canadian Operations of a Foreign 
Enterprise 

Much the same sort of considera- 
tions apply in the case of foreign 
companies operating in Canada. The 
branch form may be desirable where 
losses are likely to be incurred, at 
least in the early stages of the Can- 
adian operations. Also, this form 
would result in avoidance of with- 
holding tax on distributions of in- 
come, and thus may result in some 
saving if the foreign companies are 
subject to tax at rates lower than the 
combined effective rates of Canadian 
corporate tax plus withholding tax on 
dividends. It is, however, difficult 
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to generalize on this, since a great 
deal depends on the treatment of for- 
eign income under the laws of the 
country in which the parent company 
is incorporated. 

Here again, the branch form has a 
disadvantage in that Canadian tax 
authorities may technically require 
the company to report on its entire 
operations, even though only a very 
small part of its business may be done 
in Canada. In practice this is often 
not required. 


Sales Tax 

There are many circumstances in 
which the choice between branch or 
subsidiary company status will affect 
liability for sales tax. This should be 
studied carefully in the light of the 
particular circumstances before a de- 
cision is made on the form of organi- 
zation. 

In theory at least, the choice be- 
tween subsidiary or branch status 
should not affect the basis on which 
sales tax is computed. Section 37 of 
the Excise Tax Act gives the Minis- 
ter broad powers to determine the 
sales price on which tax is to be bas- 
ed, if in his opinion less than a fair 
price has been charged. This is used 
in practice by sales tax assessors as 
authority to ignore the prices actually 
charged by a manufacturer to an as- 
sociated sales company, and to estab- 
lish sales tax on the same basis as if 
the sales company were merely a 
branch of the manufacturing com- 
pany. 

There are, however, many circum- 
stances in which the form of organi- 
zation may affect both the timing of 
payment of sales tax and the basis on 
which tax is determined. For example, 
qualification for a wholesale licence 
depends on the proportion of total 
sales that are made under exempt 


conditions. A separate corporation 
handling products that are normally 
sold under exempt conditions might 
qualify for a wholesale licence, 
whereas such a licence could not be 
obtained if the business were carried 
on as a branch of a company the 
majority of whose sales were subject 
to tax. 


Other Considerations 

A number of other matters may be 
affected by the form of organization 
of a company’s activities. The use of 
subsidiary companies to carry on di- 
visions of a business may result in 
some additional cost due to the neces- 
sity of keeping separate records, pre- 
paring separate financial statements, 
etc. It should be possible to avoid 
excessive duplication of facilities by 
arranging for sharing of service de- 
partments such as the purchasing, 
advertising, general and administra- 
tive departments. 

A matter that may be of consider- 
able importance is the use of separate 
names for various divisions. In some 
cases, it is very important to carry 
on a part of a business under a name 
other than that of the parent organi- 
zation, and a_ subsidiary company 
would be a convenient method of do- 
ing so. 


Conclusions 

Decisions on the form of organiza- 
tion of a business should be based on 
a consideration of a great many fac- 
tors. Sometimes the choice will be 
dictated by one factor of overriding 
importance, but it will often be neces- 
sary to consider all the advantages 
and disadvantages of both forms, and 
the possibilities for minimizing or 
eliminating the disadvantages of the 
form best suited to the particular cir- 
cumstances. 
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The 
Methods Function— 
Staff or Line? 


RONALD O. MOORE, C.A. 


TRADITIONALLY, METHODS WORK in the 
office has been considered a staff 
function where a company is large 
enough to employ specialists in this 
type of work. However, one school of 
thought believes that, under certain 
conditions, methods work today 
should assume some line character- 
istics and prerogatives. 

Before developing this thought anv 
further, it might be well to define 
exactly what we mean by “line” and 
“staff’ functions. In essence, “line” 
refers to the functions, and the per- 
sonnel carrying out the functions, that 
are basic to the accomplishment of a 
company’s primary objectives. In a 
manufacturing company, for example, 
line functions are normally sales and 
production. “Staff’ refers to those 
functions and personnel that are re- 
sponsible for providing advice and 
services to the line personnel. 

In using these terms, it is also 
necessary to keep in mind their con- 
text and the relationship implied. 
Thus, one staff department can serve 
another staff department; in this case, 
the department being served becomes 
the line department, with respect to 
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this one particular assignment, and 
has the right to accept or reject the 
advice offered by the first department. 
For example, relating this point to the 
activities discussed in this article, the 
accounting department is usually con- 
sidered a staff department. However, 
if the methods department carries out 
a study of an accounting routine for 
the purpose of recommending an im- 
proved method of handling, even 
though both the accounting and 
methods departments are “staff” de- 
partments in the broad sense, for pur- 
poses of this particular assignment the 
methods department assumes a staff 
relationship to the accounting depart- 
ment which, conversely, assumes a 
line relationship to the methods de- 
partment. 

This should become a little clearer 
as we enlarge on the question implied 
in the title of this article, which is 
actually a double barrelled one. In 
the first place, should changes and 
improvements to a company’s systems 
be developed and implemented by 
line personnel, either as part of their 
regular job or in time specifically 
made available for this purpose; or 
should they be developed and imple- 
mented by specialists in this type of 
work? Again, should they be de- 
veloped by one and implemented by 
the other, or possibly as a team effort? 
No categorical answer will cover all 
situations. Where should the distinc- 
tion be made between these different 
approaches, and how is it affected by 
such factors as the size of the com- 
pany and the size of the methods 
change being contemplated? 

Secondly, if methods specialists are 
the answer, what part should they 
play? Should they stick to their 
traditional role of internal consultants 
to line management, or are there con- 
ditions under which they should 
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throw off their wraps, take the bit in 
their teeth and “tell” rather than 
“sell”. 


It is not the purpose of this article 
to attempt specific answers to these 
questions. Instead, it might be more 
helpful to discuss some of the factors 
that should be taken into account by 
a management when arriving at its 
own answer, based on the particular 
circumstances of the case. 


Line Function Only 

In smaller companies unable to 
afford full or even part-time methods 
staff, any methods improvements must 
be developed by line personnel or 
outside consultants. Since the latter 
are outside the scope of this article, 
we may assume that the change will 
have to be made by individuals who 
already have a reasonably heavy 
schedule in front of them. Obviously, 
unless the change is a fairly simple 
one, it may take quite a while for a 
line man to find the time to work out 
the details. The project is easily post- 
poned, even forgotten, if the pressures 
of day-to-day problems become too 
heavy. 

If there is a major methods prob- 
lem and line staff can be released 
from their regular duties to study it, 
the first objection to this approach is 
overcome. However, others appear 
(along with a number of advantages). 
Line personnel normally do not have 
any experience in analyzing a meth- 
ods problem, nor are they aware of 
the variety of systems and equipment 
available for handling office work. In 
addition, they tend to think in terms 
of patching up the present system, 
rather than starting from scratch and 
developing a brand new one. This is 
particularly true if the system crosses 
departmental lines. 

On the other hand, there is no 


doubt that this type of staff will have 
to spend a minimum amount of time 
in getting information about the pres- 
ent system. Even more important, if 
they are going to operate the new 
system, they will do everything in 
their power to make it work, even if 
only to prove how good a job they 
did in developing it. As anyone who 
has spent any time in systems work 
knows, overcoming the line staff's re- 
sistance to change is more than half 
the battle. It may be better to settle 
for a small improvement developed 
by a line man on a do-it-yourself basis 
than to try to force a major improve- 
ment, no matter how admirably con- 
ceived and theoretically sound, when 
the line man does not want any part 
of it. 

It would seem safe to generalize, 
that the type of methods change 
handled best by line personnel, in 
companies of all sizes, is the small 
change affecting only an individual's 
own job. This change normally de- 
velops out of a suggestion plan or a 
work simplification program. If meth- 
ods staff are available to help the 
originators realize their ideas, so 
much the better. However, it is not 
absolutely essential to the develop- 
ment or implementation of this type 
of change. 


Staff Function Only 

The other end of the scale en- 
visages the use of methods staff in an 
“ivory tower” approach, with a min- 
imum of reference to the operating 
personnel who are expected to make 
the new system work. Under normal 
circumstances, this approach is weak 
because it uses the specialist in sys- 
tems work without capitalizing to any 
great extent on the advantages of 
entire energies to the job, as well as 
having him. While he can devote his 
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his specialized training and knowl- 
edge, he stands a good chance of run- 
ning into a blank wall of resistance 
when he comes to implement his 
change or new system. Why should 
this resistance exist? Most of the rea- 
sons are psychological. The line 
supervisor or operator may have a 
fear of the unknown. He may have a 
sense of inadequacy when faced with 
a major change or a new system that 
has not been explained to him and 
which he is afraid he will not under- 
stand. Sometimes the operating per- 
sonnel fee] that the change implies 
a criticism of the present system 
which they have helped to develop. 

The resistance to change is un- 
doubtedly the most difficult problem 
that anyone in methods work faces. 
In addition, where a change or new 
system is developed without the par- 
ticipation of the operating staff, there 
is a strong tendency for them to call 
in the methods staff every time minor 
difficulties occur instead of trying to 
iron out the kinks themselves. Sim- 
ilarly, they put off accepting responsi- 
bility for the new system which they 
may feel was imposed on them. 


Combined Effort 

The points raised in the preceding 
two sections indicate that line or op- 
erating personnel seldom have the 
time or specialized training to at- 
tempt more than a minor change in 
their own particular sphere of opera- 
tion. On the other hand, methods 
staff have found, on more than one 
occasion, that they can develop the 
best system in the world for a given 
operation, but if the operating staff 
think that it is being forced on them 
and are not sold on the value of the 
change, there is a good chance that 
the time of the methods staff will 
have been largely wasted. 


Best Combination 

Obviously, there is an optimum 
point between these two extremes 
where the specialized training of the 
methods man and the detailed know]- 
edge of the operator can be used to 
complement each other in arriving at 
the best method of doing the job. 
The part that each plays will depend 
on the nature and magnitude of the 
change being contemplated. Where 
the size of the project warrants it, a 
team composed of both methods per- 
sonnel and senior operating personnel 
is often the most effective approach. 
This is true in both the planning and 
the implementing stages, although the 
emphasis shifts. The methods staff 
will carry the ball during the plan- 
ning stage while the operating staff 
supply operating data and critical 
evaluation. Then the operating per- 
sonnel will come to the forefront dur- 
ing the implementation of the change 
while the methods staff confine their 
activities to ironing out the kinks. 


Thus, except for very minor 
changes to an individual’s own job, 
methods changes are best carried out 
by specialists working in very close 
collaboration with the operating per- 
sonnel concerned. Now, if methods 
work is a job for specialists, should 
these specialists regard themselves as 
being in a staff or advisory capacity 
only, with no authority whatsoever? 
Or are there circumstances under 
which they, after approval from top 
management, should be in a position 
to make a system change without re- 
quiring the approval of the operating 
personnel concerned? This does not 
imply a lack of communication with 


the line personnel or poor working 


relationships; it is a question whether, 
when the chips are down, the methods 
staff can implement their plans with- 
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out necessarily gaining the concur- 
rence of the line personnel. 


Effect of EDP 


If the difference of opinion and 
the magnitude of the change are 
great enough, the problem will have 
to be resolved by top management, 
and the decision to proceed with or 
reject the change will be a line de- 
cision which must be accepted by the 
operating personnel farther down the 
line. This is the usual method of 
resolving such conflicts. However, 
there are situations today in certain 
fields, such as insurance, mail order 
and transportation, where the advent 
of data processing equipment, par- 
ticularly electronic computers, has 
opened up tremendous possibilities 
for improved efficiency in the process- 
ing of paperwork in these companies. 
This has required a fundamental 
change in thinking on the part of 
those responsible for carrying out the 
processing, particularly those who 
grew up under the old system. There 
is a school of thought which says, in 
effect, there is no time to completely 
sell the operating personnel on the 
advantages of the new system. The 
changes are so far-reaching that many 
of the benefits may occur in some 
other part of the system entirely, and 
it may be very difficult to get this 
across to someone who can see no 
immediate advantage in his own par- 
ticular area of responsibility. Thus, 
are the methods staff placed in the 
position of asking the operating per- 
sonnel to take their proposed changes 
on faith and follow their instructions 
blindly? If so, what does this do to 
the lines of authority within the op- 
erating departments? 

Before probing any deeper into this 
rather controversial area, let us take 
a quick look at the normal make-up 


and function of a methods depart- 
ment. This may be helpful for those 
who have not come into close contact 
with this type of staff and may help 
to put some of the points raised in 
this article in a better perspective. 


Work of the Methods Department 

When we say the “normal” make-up 
and function of a methods depart- 
ment, we use the word advisedly. 
Both vary widely, depending on the 
nature of a company’s operations, the 
support and interest displayed by top 
management, the ability of the meth- 
ods staff to gain the confidence of op- 
erating personnel and many other 
factors. 

Even the title of the department 
varies from company to company, and 
although we have used the title 
“Methods” in this article, other titles, 
such as “Systems”, “Procedures”, or 
any combination of these three, are 
also to be found. 

The work undertaken by the staff of 
a methods department can cover 
many fields. Some of the more im- 
portant are outlined below: 
Procedures and procedure manuals. 
In most companies large enough to 
employ methods personnel, the more 
important procedures are set out in 
writing. The responsibility for doing 
this is usually assigned to the methods 
staff, once the procedure has been 
approved by the department head 
concerned. Similarly, where pro- 
cedures are consolidated into a pro- 
cedure manual, methods staff usually 
keep the manual up to date and issue 
revisions as required. 

Systems and work simplification 
studies. The analysis of existing sys- 
tems, using work simplification prin- 
ciples, can be carried out by the 
methods staff in conjunction with line 
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personnel, as described in the first 
part of this article, or it can be car- 
ried out in the form of a work simpli- 
fication program. Under the latter 
program, methods staff teach the line 
personnel the basic principles and 
tools of work simplification and then 
assist them in an analysis of their 
own jobs. 


Forms control. The methods depart- 
ment is frequently assigned the re- 
sponsibility for the design of new 
forms, to keep the work involved in 
processing them down to a minimum. 
It also controls the introduction of 
these forms. This ensures that a new 
form is not developed when an exist- 
ing form, possibly used in another de- 
partment or divison of the company, 
will do just as well. 


Office equipment surveys. With the 
bewildering array of office equipment 
available, not only in the data pro- 
cessing area but also in the dictating, 
duplicating, photocopying and other 
office services areas, it is obvious that 
line personnel do not have the time to 
keep up-to-date on developments in 
this field. The methods department 
can perform a very valuable function 
in conducting studies on the advant- 
ages of various suppliers’ equipment 
and the validity of their claims. 


Office layout. As companies have ex- 
panded and added office space, or as 
new systems have been introduced 
requiring a different flow of work, 
offices have had to be rearranged. In- 
creases in the costs of office space and 
the introduction of moveable parti- 
tions and functional furniture have 
made this a job for specialists who 
know the space requirements of vari- 
ous categories of office personnel, the 
merits of open space versus private 
offices, etc. In many companies, this 
has become a part-time responsibility 


of a member of the methods depart- 
ment. 

Work measurement. In the postwar 
period, there has been increasing 
realization on the part of management 
that the efficiency of the office is 
lagging sadly behind the efficiency of 
the plant. This is not because the 
office staff do not work as hard as 
the factory staff, when they are work- 
ing. It is primarily because they do 
not work as steadily and lose up to 
40% of a normal working day on idle 
chatter, personal phone calls, pro- 
longed coffee breaks and other per- 
sonal matters. Until a few years ago, 
there was no way for supervisors to 
know what constituted a reasonable 
day’s work for a staff without resort- 
ing to stop-watch studies or relying 
on records of past performance. The 
stop-watch method was slow and re- 
sented by the office workers. Histor- 
ical records were often unreliable, 
out-of-date because of systems 
changes and, at best, measured what 
had been done, not what could be 
done. With the advent of predeter- 
mined time systems, all this has 
changed. Many companies are taking 
advantage of this new management 
tool and are undertaking work mea- 
surement programs, using methods 
staff properly trained in the use of one 
of these systems. 


Place of the Methods Department 


It is obvious that the work of 
the methods department carries it 
across many departmental boundaries. 
Where, then, in the organization 
structure should such a function fit, 
and to whom should it report? 

Practitioners in the methods field, 
as in the internal audit, public rela- 
tions and other senior staff areas, be- 
lieve that the heads of their respective 
departments should report as close to 
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the top of the organization as pos- 
sible, preferably to the chief execu- 
tive. They feel that only in this way 
can they achieve the independence of 
action and the support that the im- 
portance of their particular function 
warrants. In the case of the methods 
department, an additional argument is 
advanced that, if the department is 
placed under one of the functional 
executives such as the treasurer or 
comptroller, the work of that division 
is bound to be given preference, with 
the work of the other divisions suffer- 
ing accordingly. 

While there is a great deal of truth 
in these claims, other factors must 
also be taken into consideration. No 
doubt the financial division is the area 
in which the methods staff will be 
doing most of their work. In addition, 
the financial function is essentially a 
service one, furnishing the remaining 
divisions of the companies with cost 
information, budget reports, etc. 
Thus, there is no reason that it 
should not provide the further service 
of methods studies. 

As far as obtaining support from 
top management is concerned, while 
there is no doubt that the closer you 
get to the top the stronger such sup- 
port can be, it is equally true that it 
may be harder to get. This will not 
necessarily be through lack of in- 
terest, but rather, through lack of 
time. While most people would affirm 
the importance of methods work, few 
would claim that a systems problem 
presents the same sense of urgency 
as an operating problem. It always 
appears to permit of postponement. 
Also, it takes time to assess a systems 
problem properly, particularly where 
it concerns a dispute between a line 
manager and a methods analyst. Most 
senior executives cannot or will not 
give the necessary amount of time. 
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Thus, it would appear that the 
methods manager will have to be 
satisfied with reporting to a more 
junior level than the president or gen- 
eral manager of a company, and this 
is actually borne out in practice. In 
a survey conducted by the American 
Management Association a few years 
ago, which included a question on 
where the methods function reported, 
the replies indicated that the comp- 
troller or treasurer of the company 
was by far the most popular choice. 


Size of the Methods Staff 


Another question that is often 
asked is how big should a company 
be before it can benefit from the 
services of a methods department 
and, if it is a larger company, how 
big should the methods staff be. A 
great many factors enter into the 
answers. The most important include 
the nature of the business, complexity 
of its systems, services that the meth- 
ods department will be expected to 
provide, and amount of confidence 
senior management has in the ability 
of the department to pay its way. 

Very few companies in Canada 
with under 200 office employees em- 
ploy one or more persons whose prin- 
cipal activity is methods work in the 
office. Over this size, however, the 
percentage of companies using full- 
time methods staff rises very rapidly. 
While the ratio of methods staff to 
office staff varies considerably from 
company to company, according to 
the jobs that they are given to do, on 
the whole it seems to average out at 
around one methods worker for each 
100 office workers in companies with 
office staffs of up to 2,000 employees. 
Over that, the ratio starts to drop off, 
indicating that, in management’s mind 
at least, the law of diminishing re- 
turns comes into effect. 
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Filling the Vacancies 

There is no doubt that the methods 
department forms a very valuable 
pool of trained personnel into which 
management is often tempted to dip 
in its efforts to fill vacancies occurring 
in its supervisory ranks. One of the 
questions bothering methods man- 
agers, however, is whether it is in the 
best interests of the company to use 
methods staff in this way or whether 
their particular attributes and special- 
ized skills are of more value in meth- 
ods work. 


On the one hand, methods staff are 
amenable to change and less likely to 
insist on the traditional way of doing 
things than someone who has worked 
up through the department. They 
also have a broad knowledge of the 
company’s operations and its person- 
nel, and can be expected to pick up 
very quickly the detailed knowledge 
needed to supervise one aspect of its 
operations. 


On the other hand, while many of 
the personal characteristics required 
by methods staff are the same as those 
management looks for in its super- 
visors, leadership ability is not neces- 
sarily one of them. In addition, the 
special skills and knowledge required 
for methods work are of only limited 
use in a supervisory position. Since 
these were probably gained over a 
period of time and at considerable 
cost to the company, their loss consti- 
tutes a distinct deterrent to using this 
type of staff in line positions. 

So far we have been looking at the 
question from the company’s point of 
view only. What about the methods 
staffP Would they benefit from the 
change? Under present conditions, it 
is safe to say that, in most cases, they 
would. Herein lies one of the meth- 
ods manager’s pet “beefs”. Although 


his staff are highly trained and ex- 
pected to deal with management per- 
sonnel on their own level, they are 
seldom accorded management status 
of privileges and rarely more than a 
junior manager’s pay. The methods 
manager has little with which to 
counter the offer of a supervisory 
position in a line department, which 
carries with it the opportunity of 
eventually rising to an executive posi- 
tion within the company. 

Should this be the case? Should 
methods managers be handicapped in 
their efforts to retain the more valu- 
able members of their staff, some of 
whom are extremely hard to replace? 
In the final analysis, the answer to 
this question will depend on the 
weight that management gives to the 
relative advantages and disadvantages 
discussed previously, considered in 
the light of the personal inclinations 
and abilities of the people involved. 
In general, the potential opportunity 
of the line position would probably 
win out over the staff position even 
if the salaries offered were approx- 
imately the same, which, for persons 
of similar training and experience, is 
seldom the case. There seems little 
doubt that the decision-making func- 
tion will always carry a higher price 
tag than the advisory function, even 
where the subject is so technical that 
the advice has practically the force of 
a decision. 

However, both the systems and the 
equipment needed to operate the sys- 
tems are becoming so complex that 
higher-calibre staff are going to be 
needed in methods work. This, along 
with the probable shortage of suitably 
trained personnel and the increasing 
demand for their services, is likely to 
reduce greatly any salary differential 
that exists at present. With the 
higher calibre of the methods staff 
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and the increasing complexity of the 
systems, it may well be also that their 
recommendations will have virtually 
the effect of a decision. 


Role of the Methods Staff 

This brings us back to the ques- 
tion of whether there are conditions 
under which methods staff should be 
given greater authority. Even the 
most rabid proponents of this theory 
will grant that, where systems are 
mostly confined to one department, 
methods staff will be most effective if 
they are required to convince line 
personnel of the soundness of their 
ideas or, better still, get them to par- 
ticipate in their development. 

In certain fields, such as banking, 
insurance and mail order houses, the 
processing of various types of paper is 
almost the “production” function of 
the business and accounts for a high 
proportion of its operating costs, lend- 
ing itself to the use of high-speed 
electronic equipment. In this type of 
operation, a document originating in 
one department may pass through 
and be used in several departments 
before it finally comes to rest. Thus, 
no one department is in a position to 
weigh the benefit to the organization 
as a whole of a proposed change in 
the form of the document or the 
method of processing it. Similarly, if 
a changeover to an electronic system 
is contemplated, the principles and 
procedures involved may be so new 
and different that the line personnel 
cannot be expected to gain a knowl- 
edge of all the technical requirements 
of the system, particularly as far as 
other departments are concerned. 


Up to now we have been talking 
about justifying the change to the 
non-supervisory personnel and pos- 
sibly first-line supervision. What 
about the department managers and 


division heads? Should they not have 
the final say as to whether a new 
system is going to be installed or not, 
if it affects the operation of their de- 
partment or division? In the case of 
the really big systems change, the 
effect will be felt over many depart- 
ments. No one department manager 
is in a position to say whether or not 
the change is for the better from the 
overall company point of view. 

Probably the most common method 
of overcoming this problem is to form 
a committee of the department man- 
agers concerned who, after the meth- 
ods department have conducted their 
study and come up with their sugges- 
tions, will inform top management of 
their recommendations (or their deci- 
sion, depending on how the company 
uses its committees). This approach 
is, of course, subject to the usual 
drawbacks of committees, such as 
procrastination, waste of manpower, 
danger of domination, etc. However, 
it is the method that practically all 
companies follow in conducting a 
study as to the feasibility of installing 
something like a computer. 

After all, it is operating manage- 
ment who are held accountable for 
getting the job done and, if they have 
not been given a chance to approve 
the tools which they are to use, it is 
extremely difficult to make this ac- 
countability stick. At the same time, 
with the advent of vastly improved 
but more complex tools, the function 
of the methods staff has become far 
more significant than it has been in 
the past, and their recommendations 
will carry a great deal of weight in 
arriving at final decisions. This is 
bound to be reflected in both the 
status and the remuneration of the 
methods manager and his staff, which 
will be needed in order to attract and 
retain men of the required calibre. 
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Preparing an Estate Tax Return 


MAURICE E. H. BULFORD 


WHEN A MAN appoints an executor to 
administer his estate, he is entitled to 
the assurance that there will be no 
needless depletion through taxation of 
the assets he has accumulated during 
his lifetime, so that his wishes may 
be carried out to the fullest possible 
extent. 


No duty of an executor is more im- 
portant than the assembling of par- 
ticulars and figures for tax purposes, 
and his efforts in this regard are 
crystallized in the preparation and 
filing of the necessary tax returns, in- 
cluding the estate tax return. 


The federal Estate Tax Act came 
into force on January 1, 1959, affect- 
ing estates of persons dying on or af- 
ter that date and replacing the old 
Dominion Succession Duty Act which 
had been in effect since June 1941. 
The graduated rates of tax are based 
entirely on the “aggregate taxable 
value” of the estate. The relationship 
of the successors to the deceased, or 
the amounts passing to them, does not 
affect the rates. 


The aggregate taxable value is a net 


figure arrived at after allowance has _ 


been taken for “deductions”, “basic 
exemption”, “survivor exemptions” 
and exemptions for charitable gifts 
and bequests, etc. For instance, in 
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an estate of $100,000 where a widow 
and two minor children survive, the 
tax would be: 








Net value of estate .... ..... $100,000 
Less: Basic exemption....$40,000 

” additional exemption 

for widow .............. 20,000 

” additional exemption 

” for 2 minor children 20,000 80,000 
Aggregate taxable value 

OE Ooale oes. gs: $ 20,000 
Tax on first $5,000 @ 10% . $ 500 

“ “next 5,000 @ 12% 600 

Pe Sat 5,000 @ 14% 700 

a oy ae 5,000 @ 16% 800 


Estate tax . $2,600 








If the estate’s assets had a situs in 
either Ontario or Quebec, the provin- 
cial credit would be 50% of the above, 
or $1,300, leaving a net estate tax of 
$1,300. (Quebec and Ontario are the 
only provinces which still levy suc- 
cession duties. ) 

The tax on all property passing 
through the hands of the executors is 
deemed to be a debt of the estate 
and is payable from the residue, un- 
less the deceased has stipulated other- 
wise in his will. Tax on property 
passing to a successor which does not 
come under the control of the execu- 
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tor is payable by that successor per- 

sonally under the provisions of the 

Act. 

The amount of tax may be reduced 
by credits for provincial tax, gift tax 
and foreign tax where such credits 
are applicable. 

Estates of persons domiciled in 
Canada valued at $50,000 or less are 
entirely exempt. This figure refers to 
the aggregate net value, i.e. the total 
value of the estate less deductions for 
quick succession and general debts, 
which will be discussed later. 

The appropriate estate tax return 
forms for estates of persons domiciled 
in Canada are: 

Form ET60—when the total value 
(not taxable value) exceeds $40,- 
000. 

Form ET61—when the total value is 
$40,000 or less. (Estates in this 
category are not taxable, but a re- 
turn is necessary to enable the 
authorities to issue the necessary 
waivers. ) 

The executor or administrator must 
file the return in duplicate, along with 
certain specified documents, within 
six months of the date of death. 
Where the return is filed by a succes- 
sor, this period is extended by 90 
days. The penalty for failing to file 
the return within the prescribed peri- 
od is $10 per day with a maximum of 
$1,000. Estate tax not paid when due 
bears interest at 5% per annum. 


Preparing the Return 

To assist executors and others to 
complete estate tax returns, the 
authorities have compiled an “Estate 
Tax Guide” containing directions and 
explanations. Although very useful, 
the guide is no substitute for a work- 
ing knowledge of the provisions of 
the Act itself. 


The physical preparation of the es- 
tate tax return (form ET60) can be 
divided into five parts: 

(1) PERSONAL INFORMATION — Re- 
garding the deceased, such as name, 
last address, marital status, age, date 
of death, former occupation, etc. 


(2) PartTicuLARS OF PROPERTY — 
listed under 19 different classifications 
with situs’ and value of each asset. 

There are various classes of prop- 
erty: 

Real estate. Here the situs is where 
the real estate is physically located, 
and that includes real estate located 
outside of Canada. This is a new 
feature of the Estate Tax Act; foreign 
real estate was not taxable under the 
old Succession Duty Act. However, 
a credit against the estate tax assessed 
on any foreign real estate (as well as 
on other assets) is allowed in respect 
of any death duties levied by a for- 
eign country up to the amount of the 
Canadian tax on the same asset. The 
value of the real estate is the “fair 
market value” less the amount of any 
encumbrance thereon. 

Mortgages and agreements for sale, 
etc. Situs in this case is (a) at his 
ordinary place of residence if the 
debtor is an individual, (b) at the 
place where its head office is located 
if the debtor is a corporation incorp- 
orated under Canadian federal law or 
(c) at the place of its incorporation 
for any other corporation. The am- 
ount to be declared is the balance of 
the principal plus accrued interest to 
the date of death. 

Stocks and shares. “Description” 
calls for the inclusion of the name 


1The question of “situs” (determined in 
accordance with the rules set forth in the 
Act) is most important in establishing 
credit for provincial duties. 
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PREPARING AN ESTATE TAX RETURN 


in which the shares are registered. 
The situs of stocks and shares is a 
complicated matter, being related to 
the question of where they can be 
transferred. The situs in respect of 
resident estates, as laid down in the 
Act, is in the province where the de- 
ceased was domiciled if there is a 
transfer agency in that province; 
otherwise it is in the province or 
foreign country where the transfer 
agency is located that is nearest to 
the deceased’s ordinary residence at 
date of death. The provincial tax 
credit is determined by the situs rules 
whether or not any provincial duty is 
actually payable. 

The value to be declared is the 
closing quotation on the day of death 
or the last preceding day on which 
there was a closing quotation. Where 
no quotation is available or where the 
deceased or his family controlled the 
corporation, the “fair market value” at 
the date of death should be used. 
This is usually calculated according 
to the actual value of the assets of 
the corporation and/or the “earnings 
value”. 


Bonds and debentures. For resi- 
dent estates, situs is where the bond 
or debenture certificates were physi- 
cally located at date of death. 


Cash on hand, bank accounts, etc. 
The items to be declared under this 
category do not call for special com- 
ment. 


Promissory notes, etc. Situs is where 
the debtor is resident or, if a corpora- 
tion, where its head office or place of 
incorporation is located. 


Interest in business. Information 
required includes particulars of any 
offers to purchase or any agreement 
to sell, and copies of any partnership 
agreements must be furnished. The 
value to be placed on the asset is 
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“fair market value” and the normal 
situs rules are to be applied to the 
various individual assets of the busi- 
ness. 


Interest in other estates. The situs 
of the estate and/or the situs of the 
various assets may affect the provin- 
cial tax credits, particularly if the de- 
ceased’s interest was in the assets 
themselves as distinct from a mere 
claim on the trustees. 


Other property. This is a self-ex- 
planatory heading referring to a very 
wide variety of miscellaneous prop- 
erty not included in any of the above 
categories. 

Life insurance. The important 
question here is whether or not the 
deceased. “owned the policy, either 
alone or jointly or in common with 
any other person”, and the Guide is 
quite explanatory as to what the term 
“owned” means for the purposes of 
the Act. However, a policy not 
“owned” by the deceased may still be 
subject to tax if the actual owner was 
a corporation controlled by the de- 
ceased and if the proceeds were pay- 
able to the deceased’s estate or to his 
wife or children. Ownership of a 
policy is not decided merely by “who 
paid the premiums”. 

Annuities, pensions, death benefits, 
etc. In annuities it is the remaining 
beneficial interest passing to another 
person that is subject to tax. Under 
the Estate Tax Act all pensions, death 
benefits, etc. are subject to tax wheth- 
er gratuitous or otherwise and wheth- 
er contributory or not. This is a depar- 
ture from the previously established 
practice under which voluntary pay- 
ments to an employee’s dependants 
by his employer after his death did 
not form part of his taxable estate. 

Settlements, trusts and _ transfers 
under marriage contracts. These re- 
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fer to settlements established by the 
deceased in his lifetime, and their tax- 
ability depends on whether the de- 
ceased retained any rights or interest 
therein or whether they had been set 
up within three years prior to the 
date of death. The three-year period 
also refers to any assets made over in 
respect of a marriage contract liabil- 
ity. Such a liability outstanding at 
the date of death is not itself allow- 
able under the Act as a debt. Situs 
rules are those applicable to the form 
of the property, i.e. real estate, securi- 
ties, claim on trustees, etc. 

Gifts inter vivos and other disposi- 
tions. If a gift has been absolute, i.e. 
the donor has retained no interest in 
or control over the property, it must 
generally have been made within 
three years of the date of death for it 
to be taxable under the Act. Gifts 
that were not made absolute are 
normally subject to estate tax regard- 
less of when they were made. Tax- 
able inter vivos gifts are valued at the 
date of death unless the property was 
disposed of by the donee prior thereto 
in which case the value will be as at 
the date of disposition. 


Transfers for consideration and 
agreements. The provisions are very 
broad and may bring into tax prop- 
erty disposed of by the deceased be- 
fore his death, but for which the gov- 
ernment contends adequate consider- 
ation was not received. The “gift” 
would be that part of the “fair market 
value” in excess of the consideration 
received by the deceased or to be re- 
ceived by his estate. 

Gifts by way of creation of burden, 
etc. This is an extension of the “gift” 
category in that any transaction in- 
volving the artificial creation by a 
person of a debt or other right en- 
forceable against him, or the extin- 


guishment of a debt or other right en- 
forceable by him, constitutes a gift 
inter vivos within the meaning of the 
Act. 

Any debt or right due to the de- 
ceased that became unenforceable by 
a statute of limitations or by pre- 
scription must be declared if the de- 
ceased was not dealing at arm’s 
length with the other person concern- 
ed. However, tax liability does not 
arise if any of these transactions were 
entered into more than three years be- 
fore the death of the deceased. 

Property over which the deceased 
had a general power of appointment 
or disposal. The important words 
here are “general power” as opposed 
to “limited power”, and any property 
over which the testator had a gen- 
eral power of appointment or equiv- 
alent at the date of his death is tax- 
able whether such power was exer- 
cised or not. If such a general power 
was exercised by the deceased within 
three years of his death, the subject 
property is taxable and is to be in- 
cluded under this heading. 

Estate in dower or by the curtesy. 
This refers to dower or curtesy rights 
of the surviving spouse in the prop- 
erty of the deceased. Included under 
this heading are any estate in dower 
or by the curtesy and property which 
the deceased disposed of within three 
years of death as consideration for re- 
lease of dower or curtesy rights. 

Estates as tenant in tail. The oc- 
casions on which this item must be 
dealt with are extremely rare. 

Money which the deceased had a 
general power to charge on property. 
Any money which the deceased had 
power to charge on property would 
be taxable, and the situs would be the 
physical location of the property sub- 
ject to the charge. 
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PREPARING AN ESTATE TAX RETURN 


(3) Summary OF PROPERTY AND 
Depuctions — the sum of the de- 
clared value of each class of prop- 
erty, producing “total value” from 
which figure the various deductions 
are made to arrive at “aggregate tax- 
able value”. 

There are several classes of deduc- 
tions: 

Quick succession. This relates to 
any property forming part of the de- 
ceased’s estate which was inherited by 
him within the preceding five years 
on which Dominion succession duties 
or estate tax were previously paid. 
Under those circumstances, the value 
of such property is reduced in the sec- 
ond estate for tax purposes by from 
10% to 50%, depending on when the 
first death occurred. 

General debts. This includes rea- 
sonable funeral expenses and surro- 
gate, probate and other like court 
fees. 

Exempt property. This includes 
charitable gifts and bequests, etc. De- 
ductions allowed for “exempt prop- 
erty” in respect of charitable gifts will 
be the net amount after payment of 
any death duties therefrom. 

Basic exemption. $40,000 is allow- 
ed in all cases. 


Survivor exemptions. These are in 
addition to the basic exemption and 
include $20,000 for a widow and 
other exemptions for minor or de- 
pendent children. Where an infirm 
husband and minor or dependent 
children survive, there is a “survivor 
exemption” of $20,000, plus the usual 
exemption for children. 


(4) DistRIBUTION OF PROPERTY — 
need not be filled in except where any 
residuary interest passes to a charit- 
able organization or a governmental 
body in Canada or where any per- 
sonal property outside Canada passes 


- ever is the lesser. 
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to a successor resident in the province 
of domicile. 


(5) CALCULATION OF ESTATE TAX — 
once the estimated tax on the aggre- 
gate taxable value has been estab- 
lished, the final step to complete the 
form is to calculate the allowable 
credits (where applicable). These 
are as follows and are applied in the 
order given. 

Provincial tax credits. It is not 
necessary that provincial tax be paid 
or even payable, the right to a credit 
being generally based on the situs of 
the assets and the domicile of the de- 
ceased and/or beneficiaries. 


In the case of a person domiciled 
in Quebec or Ontario all of whose as- 
sets were situate in the province of 
domicile, the credit would be 50% of 
the total estate tax. If only some of 
the assets were situate in either or 
both these provinces, the credit 
would be 50% of that portion of estate 
tax applying to those assets, and per- 
sonal property located outside Can- 
ada but passing to a beneficiary in 
the province of domicile would quali- 
fy for the same credit. In the case of 
the estate of someone domiciled in 
one of the other Canadian provinces, 
the same credit would be available 
in respect of any assets which had a 
situs in either Quebec or Ontario ac- 
cording to the situs rule laid down in 
the federal Act. 

Gift tax credit. If any gift inter 
vivos has been included in the aggre- 
gate taxable value of the estate and 
gift tax was paid thereon, a credit is 
allowed to the extent of the gift tax or 
estate tax chargeable thereon, which- 
The amount of es- 
tate tax chargeable on the gift would 
be a proportionate amount of the es- 
tate tax after deduction of provincial 
tax credit if any. 
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Foreign tax credit. If part of the 
estate property was situate outside 
Canada in a country which levied 
death duties, the credit would be the 
lesser of the foreign duties paid or 
the Canadian estate tax applicable. 
The latter would be a proportion of 
the net estate tax after deduction of 
provincial tax credit and gift tax 
credit. 

Notch credit. This credit gives ef- 
fect to that part of the Act which pro- 
vides that tax on estates where the 
aggregate net value is between $50,- 
000 and $53,056 shall not exceed one- 
half of the excess over $50,000. The 
Act also provides that no amount is 
payable if the tax, after all applicable 
credits have been deducted, is less 


than $25. 


Estates of Persons Domiciled Abroad 

Assets taxable are those situate in 
or having situs in any province of 
Canada provided such assets have a 
total net value of more than $5,000. 
They are subject to a flat rate of 15% 
based on their net value after deduc- 
tion for any debts directly chargeable 
thereon. Debts not directly charge- 
able on, or secured by, the property 
in Canada are not deductible. 

Provincial tax credit. 50% is allowed 
in respect of property on which pro- 
vincial tax has been paid. The 
“notch” provisions apply in respect of 
non-resident estates whose aggregate 
value is in excess of $5,000 so that the 
value of the estate after tax shall not 
be less than $5,000. 

Situs rules. The rules of “situs” are 
those laid down in section 38 of the 
Act. The principal difference in the 
situs rules for resident and non-resi- 
dent estates is in respect of debts, 
bonds and debentures, and shares and 
stocks. 


In the case of non-resident estates, 
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situs of debts, whether secured or not, 
is the place where the debtor was 
resident or, if the debtor was a corp- 
oration, in the place where the corp- 
oration was incorporated; except that 
securities of, or guaranteed by. any 
government or municipality shall be 
deemed to be situate: (a) if in bearer 
form in the place where located at 
time of death, and (b) if inscribed or 
registered in the place where inscrib- 
ed or registered by the issuer. Shares, 
stock, bonds, debenture stock in the 
case of estates of persons domiciled 
outside of Canada shall be deemed 
to be situate in the place where the 
corporation is incorporated. 


The estate tax return for non-resi- 
dent estates is form ET62. This torm 
is fairly simple and, in addition to 
the usual information regarding the 
deceased, requires the executor or 
other person filing the return to indi- 
cate whether or not the deceased 
owned any of the various classes of 
property as enumerated and to give 
a description of such property with 
the fair market value, and of course 
details of any debts or encumbrances 
secured by it. 


The calculation of the tax is a 
simple matter, being 15% of the ag- 
gregate value and deduction of any 
appropriate provincial tax credit and 
notch credit. 


From the foregoing it can be readi- 
ly appreciated that the correct pre- 
paration of an estate tax return is a 
most important duty for an executor. 
The accuracy of detail and correct 
valuation of property and applicable 
credits are directly reflected in the 
value of the estate after taxes. 


The selection of an executor who is 
capable and knowledgeable in the 
field of estate tax is of prime import- 
ance. 
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Accounting 
for a 


Travel Agency 
JEAN CARO, C.G.A. 


WHEN REVIEWING the accounts of an 
established, professional travel agen- 
cy or when called upon to set up an 
accounting system for a new agency, 
the accountant faces a situation which 
is somewhat different from the cus- 
tomary commercial or industrial ac- 
counting engagement. 

The principal differences lie in the 
handling of the revenue account, 
usually entitled “commissions and ser- 
vice charges”; the nature of the bank 
accounts, usually consisting of regu- 
lar cash accounts and trust accounts; 
and the trade accounts payable ac- 
count, which reflects the travel 
agency's liability for transactions on 
behalf of his principals, i.e. airlines 
and steamship lines and any other 
carriers. These trade liabilities arise 
the very moment a sale is made and 
must be accounted for and liquidated 
at very frequent intervals, at times 
even daily. 


Revenue 


The revenue of a professional travel 
agency is derived from two main 


sources: (1) commissions paid by his 
principals, and (2) special service 
charges paid by the client. 


Commissions 

The travel agency is entitled to a 
fixed rate of commission on the sale 
of steamship and airline tickets, 
money orders and travellers cheques, 
foreign railway tickets (also domes- 
tic tickets in some cases), bus tickets, 
travel and luggage insurance, tours 
conducted by other organizations, 
and similar travel items. These com- 
missions are deducted when an ac- 
counting and remittance are made to 
the principal concerned. 

Another commission item is hotel 
room reservations. The travel agency, 
on behalf of a client, reserves a room 
for a specified number of days and 
usually makes a deposit. The hotel, 
after the client has departed, remits 
a fixed rate of commission to the tra- 
vel agent, computed on the actual 
number of days the client has used 
the hotel’s accommodations. These 
hotel reservations must be followed 
up quite carefully as the travel 
agency relies on the accuracy of the 
hotel’s commission statement. While 
many hotels render a prompt and ac- 
curate accounting, others are more 
lax in this respect and must be re- 
minded. A poor follow-up system 
could mean a substantial loss of rev- 
enue. 

When computing or reviewing com- 
missions, the accountant should make 
sure that only the cost of the ticket 
or other proper item is used as a 
base. In some cases, local transpor- 
tation or foreign port taxes must be 
added to the ticket. No commission, 
of course, may be taken on such taxes. 


Special Service Charges 
In addition to selling tickets and 
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providing travel accommodation, the 
professional travel agency renders a 
variety of services for which the client 
is charged directly, no commission be- 
ing paid by a principal. Completing 
and submitting passport and visa ap- 
plications, handling of immigration 
and other travel matters, procuring 
non-commissionable railway _ tickets 
and similar services are usually sub- 
ject to a service charge. 

In some instances, out-of-pocket ex- 
penses are incurred for a client, such 
as long distance phone calls, tele- 
graph and cable charges, etc. Recov- 
ery of these expenses is not to be 
considered revenue and should be 
credited to the proper expense ac- 
count rather than being shown under 
service charges. 

Commissions and service charges 
are shown on the profit and loss state- 
ment as the travel agency's revenue, 
comparable to “sales” on the financial 
statements of a trading concern. The 
gross volume of actual sales made by 
the travel agency should not be 
shown on financial statements, but 
this information may be compiled on 
internal statistical reports, such as a 
volume chart, for the guidance of 
management. 


In most cases it will be sufficient 
to show all commissions and service 
charge income in one account only 
If management requires a more de- 
tailed analysis, a further break-down 
can be had quite easily, either by 
setting up additional accounts, such 
as “commissions — steamship”, or by 
providing a multi-columnar general 
ledger account sheet, with appropri- 
ate headings for each column. 


The expenses of a travel agency do 
not present any particular problem, 
and the accounts are those ordinarily 
found in other undertakings. 


Liabilities 

The trade accounts payable of a 
travel agency are created the very 
moment a sale is made, for the tra- 
vel agency then becomes liable to its 
principal for the full amount of the 
sale less commissions. 

The professional travel agency, 
which must be bonded, holds appoint- 
ments from several carrier companies 
to sell tickets on their behalf. A stock 
of numbered, blank tickets is issued 
to the agency which is accountable 
for each ticket. When a ticket is 
written and sold, the travel agency is 
fully liable for the proceeds, and 
must render accounts and remit 
promptly. The travel agency has no 
authority to grant credit terms on be- 
half of the carrier. If the agency 
wishes to extend credit terms, it does 
so at its own risk. At any rate, the 
proceeds of a sale must be turned 
over to the principal according to the 
terms of the appointment. 


The accountant should thoroughly 
examine the agreements between the 
carrier and the travel agency in order 
to ensure that all terms are strictly 
complied with and that the account- 
ing system and procedures are de- 
signed in such a way as to make com- 
pliance as easy and effective as pos- 
sible. 


Bank Accounts 

The travel agency will have one 
regular bank account and possibly al- 
so accounts in other cities and coun- 
tries. Foreign exchange rates and 
fluctuations should be given due at- 
tention in the latter instance. 

Professional travel agencies which 
hold appointments from trans-Atlantic 
steamship lines are required to main- 
tain a bank trust account in favour 
of these carriers. A similar bank 
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ACCOUNTING FOR A TRAVEL AGENCY 


trust account must be maintained in 
favour of North-American air carriers. 

These appointments stipulate that 
the appointed travel agency must de- 
posit immediately the net proceeds 
of each sale into the trust account. 
No withdrawals may be made except 
payments to the carrier concerned. If 
a ticket is cancelled or returned for 
refund after the original proceeds 
have been deposited into the trust 
account, the travel agency may only 
deduct a corresponding amount from 
the next deposit; it may not withdraw 
funds from the trust account itself for 
its own reimbursement. 

The customary practice of handling 
the trust accounts is to transfer funds 
from the regular cash account, in an 
amount equal to the net proceeds of 
sales to be deposited in trust. Any 
funds collected from clients will be 
deposited into the regular cash ac- 
count. When remittance is made to 
the carrier, in prescribed intervals, 
cheques are drawn on the trust ac- 
counts and sent in with a sales report. 

It is of the utmost importance that 
the transfers to the trust accounts be 
handled promptly and accurately, for 
anything less than strictest compli- 
ance with the terms may lead to can- 
cellation of the appointment, which 
could mean the end of the business. 
The provisions of such appointments 
state that the travel agency’s sales and 
related records are subject to inspec- 
tion by the carriers’ own auditors, and 
such audits take place without prior 
notice. 

The portion of the accounts pay- 
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able in respect of liabilities for which 
a trust fund is to be maintained 
should at all times equal the unex- 
pended balance in the bank trust ac- 
count itself. It is convenient, there- 
fore, to subdivide the accounts pay- 
able account accordingly, e.g. ac- 
counts payable — air — trust account, 
and so forth. 


There should be no difficulty in 
proving the various liabilities, as all 
ticket numbers must be accounted for 
and a sales report submitted to the 
carriers concerned. Since the travel 
agency keeps a copy of each ticket 
issued, the amounts can easily be 
checked to the sales report and the 
books of original entry. The total 
of all tickets issued should equal the 
total of the sales reports and the total 
remittances to the several principals 
(less commission deducted). 


Subsidiary ledgers for accounts pay- 
able and accounts receivable should 
be kept. A card system would be es- 
pecially suitable. The books of orig- 
inal entry may consist of several 
journals or combined journals. The 
size of the travel agency and the vol- 
ume of transactions will be the best 
guide of what accounting records 
should be kept. The American So- 
ciety of Travel Agents has issued a 
suggested accounting system which 
may be adapted to the needs of a 
particular situation. However, it is 
up to the accountant’s professional 
judgment and ingenuity to provide 
his travel agency client with whatever 
accounting system would best serve 
the individual business. 














How to Find the Best 


Location for Your Plant 


THe cHoIce of a location for a fac- 
tory may affect the profit and loss 
statement as much as the efficiency 
of the building, plant or management. 
In fact, it could make the difference 
between a profit and a loss. There are 
two main pitfalls to avoid. One is a 
tendency to look for facilities requir- 
ing the lowest initial capital cost with- 
out properly relating it to continuing 
or annual costs. The other is the dan- 
ger of giving too much weight to cer- 
tain obvious factors while ignoring 
others which may prove to be more 
important. 

A plant site may be required for the 
purpose of establishing a new manu- 
facturer in Canada, moving from one 
location to another, or opening a 
branch operation to supplement exist- 
ing facilities. The principles involved 
are the same, but it is a mistake 
to generalize, and detailed studies 
should be made for each case, taking 
into account all influencing costs. Let 
us first examine the main factors to 
be considered in the establishment of 
a new, secondary industry in their 
approximate order of importance. 


Proximity to Markets 


It is assumed for the purpose of this 
article that management is convinced 
that the total potential market in Can- 
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ada is sufficient to assure a profit for 
a new enterprise, and that the ques- 
tion now at hand deals with the find- 
ing of the best site for a plant. The 
first step is to determine the relative 
size of the market in each of the dif- 
ferent geographical areas. This will 
vary greatly from product to product. 
Depending upon the product, certain 
yardsticks for distribution of poten- 
tial markets may suffice, viz. popula- 
tion for certain consumer articles, 
value of construction for building ma- 
terials, animal population for feeds, 
or any number of others that might 
best suit the case. For some products, 
outlets will be confined to a few cus- 
tomers or distributors, or to a few in- 
dustries, with the total output going 
to manufacturers of such products as 
automobiles, paints, meat packing or 
furniture, etc. 

Proximity to the largest market area 
or to major consumers is a factor of 
first consideration. Often the best 
place to do business is where business 
is being done. To some extent, the 
advantage of being close to one’s mar- 
kets is intangible and difficult to 
evaluate in dollars and cents. Its im- 
portance will more likely be appre- 
ciated by the sales and service man- 
agers than other executives. Every- 
thing else being equal, there is a tend- 
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ency for customers to purchase from 
local firms rather than from those at 
distant points. To express it differ- 
ently, a company may be at a distinct 
disadvantage if its competitors are 
closer to the major markets. 


Labour 

In order to satisfy one’s labour re- 
quirements, close study should be 
given to areas as to supply of the 
necessary number of male and fe- 
male workers, skilled and unskilled, 
as well as to labour stability and 
wage rates. Not only should current 
requirements be considered, but also 
there should be assurance of a suf- 
ficient labour supply to take care of 
any expansion. Generally speaking, 
the best labour conditions prevail in 
communities in which there are a 
large number of relatively small man- 
ufacturers with a wide diversity of 
production. Many large companies 
prefer to employ not more than 10% 
of the workers in an area. Average 
wage rates tend to be higher in com- 
munities which are dominated by a 
few factories or a few industries. It 
is well to make a careful analysis of 
this subject rather than to rely on 
broad assumptions. 


Transportation 

Because of the vast area and widely 
scattered population, transportation 
costs enter into the selling price of 
products in Canada more than in 
most countries. Shipping rates are not 
quoted on the basis of an amount per 
hundredweight per mile, but rather 
are influenced by the pattern of ship- 
ping facilities. Account must be taken 
of pool car, piggy-back, competitive, 
water-compelled and special com- 
modity rates which often only apply 
between certain points. The fact that 
a community is served by both rail- 
ways and important highways is in- 


sufficient reason to expect the lowest 
overall transportation costs. The dif- 
ference in such costs between locat- 
ing in one community as against an- 
other only 100 miles away may 
amount to tens or even hundreds of 
thousands of dollars per year. Ob- 
viously, the amount will depend upon 
the total weight shipped, and the dif- 
ference becomes greater for products 
which have a low selling value per 
pound. 


In any case, this is such a vital fac- 
tor that no conclusion should ever be 
reached without first making detailed 
studies. This can best be done by 
making a hypothetical comparison be- 
tween the several points under con- 
sideration of the total annual cost of 
incoming materials and outgoing ship- 
ments to market areas. If there is no 
past experience which indicates the 
pattern of distribution, an analysis 
should be made on which to base es- 
timates of the total weight to be ship- 
ped to various market areas in Can- 
ada. 

While the cost of travelling of per- 
sonnel between the plant and various 
points, and even the cost of long-dis- 
tance telephone, may seem insignifi- 
cant, they should be considered be- 
cause, along with the shipping of 
goods, they represent an annual 
charge. 

In some instances, time of delivery 
is of even more importance than the 
cost and should not be overlooked. 
The time will usually be longer and 
the cost higher when the goods must 
be trans-shipped en route. 


Sources of Materials 


_ It is well to be near a variety of 
sources of parts and raw materials to 
be assured of best quality at competi- 
tive prices. Here again, time of de- 
livery of both special and stock items 
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may be a consideration. Some com- 
munities are f.o.b. points for certain 
parts and materials, and this should 
be taken into account in the transpor- 
tation study recommended above. 
Because the cost of outgoing ship- 
ments is usually higher than incom- 
ing, this factor of proximity to parts 
and materials is rated below proxim- 
ity to markets. 

Extended breakdown of machinery 
in a plant can be costly. For this rea- 
son it is well to be assured that ser- 
vice industries are nearby with the 
technical personnel and stock of parts 
in order to make speedy repairs. 


Choosing a Location 


From a comprehensive study of the 
above four factors, it should be pos- 
sible to decide upon the general area 
in which the plant should be estab- 
lished, and the next step will be to 
select the best site or building. Sev- 
eral alternatives offer themselves, 
each of them admitting advantages 
for different conditions. 

An existing building may be pur- 
chased or rented; arrangements may 
be made for the erection of a building 
by companies specializing in a “pack- 
age deal” which could be purchased 
or rented on a long-term lease; or a 
site may be purchased and a building 
erected as designed by an architect 
or a firm of engineers. If a new plant 
is constructed, the company may own 
the building with or without a mort- 
gage, or it may be sold to an investor 
who, in turn, will rent it back on a 
long-term lease. The economics of 
owning or renting the building could 
become involved, and the factors will 
vary among companies. An account- 


ant is well qualified to make the 

recommendation as to which proced- 

ure is best for each particular case. 
The cost of renting comparable 


buildings is practically the same in 
any community. The cost of erecting 
a plant will vary only slightly from 
one community to another, although 
mortgage companies will give prefer- 
ence when it is in an area where it 
may be more readily saleable. 


Assume for the moment that the de- 
cision is to purchase a site on which 
to build a plant. The general area has 
been chosen so that the next step is 
to make a survey of available proper- 
ties from which to select the partic- 
ular site which will best fulfil the re- 
quirements. The examination will 
probably be confined to sites covered 
by by-laws permitting the particular 
type of industry and which can be 


provided with municipal services such ; 


as water, sewer, electricity, roads of 
access and possibly such facilities as 
railway siding and gas. Consideration 
will be given to local labour supply. 
In some instances, particularly where 
a consumer product is involved, a 
premium will be placed on a location 
on a main highway in order to obtain 
benefits from advertising. 

In regard to physical characteris- 
tics, the site should be reasonably 
level, or lend itself to be brought to 
this condition at reasonable cost. 
Occasionally, however, a site that is 
too level creates problems in proper 
drainage. 

Although it is important to know 
the cost of water and electricity, un- 
der normal circumstances the differ- 
ence in such costs between communi- 
ties is negligible. 

Cost of the land itself may be a 
consideration. However, this is usual- 
ly a small percentage of the combined 
investment in land, building and 
equipment. It might be short-sighted 
to save, say, $100,000 through the pur- 
chase of a site in a poor location on 
which to build a multi-million dollar 
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HOW TO FIND THE BEST LOCATION FOR YOUR PLANT 


plant. Alternatively, the capital cost 
of the land purchased should be re- 
lated to an annual expense for com- 
parison with other factors such as 
national, or even local, delivery costs. 
The price of industrial land will 
usually be lower in new areas which 
are in early stages of development. 


The choice will soon be narrowed 
to one of two or three sites which may 
be in different municipalities. An 
estimate can be obtained of the ex- 
pected real estate tax which will 
apply against the land and projected 
building for each location. To this 
amount is added a business tax which 
for most manufacturers is 60% of the 
real estate tax. Although taxes may 
vary somewhat between municipali- 
ties, the difference in dollars per year 
is relatively small and would only in- 
fluence the final decision in the selec- 
tion of a site if everything else were 
equal. 

The next step is to take an option 
on the chosen site for a period during 
which soil tests can be made to assure 
that the bearing qualities are ade- 
quate, and contractual arrangements 
can be completed with the municipal- 
ity and/or owner for the installation 
of any required services that are not 
already present. 


Special Cases 

The above is a logical procedure to 
follow in the establishment of most 
secondary industries. In special cases, 
and for many primary and extractive 
industries, the factors should be 
weighed quite differently. For in- 
stance, the annual cost for electricity 
in a secondary industry is relatively 
small, whereas it is of vital import- 
ance to a company using large elec- 
tric furnaces. The ideal location for 
a process to reduce bauxite is at a 
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point where both cheap power and 
water shipping are available. Where- 
as, with secondary industry, the cost 
of outgoing shipments usually far out- 
weighs that of incoming, this may 
not be the case for an extractive pro- 
cess. For the latter, the most econom- 
ical location may be near the source 
of raw materials rather than near the 
markets. Similarly, for most indus- 
tries, the annual water bill is relative- 
ly insignificant, but for a large chem- 
ical operation it could be a prime 
factor. 


Looking Ahead 

Instead of starting a new company, 
the problem may be, however, that of 
a manufacturer in a downtown area 
who finds it necessary to expand. 
Some such firms prefer to remain in 
the same general area, particularly 
if most of their customers are also 
downtown. In many instances, how- 
ever, the operation could be carried 
on more economically in a single- 
storey plant. Such a large amount of 
land is required for a building of one 
floor with the necessary provision for 
parking that the expansion often re- 
quires moving to the suburbs. In 
order to help decide on the best di- 
rection for such a move, it is well to 
pin-point on a map the location of the 
residences of key employees. Any 
move results in disruption, and it is 
important that sufficient land is ac- 
quired to assure that no further 
moves will be necessary for many 
years. 

The last phase of the subject to be 
considered has to do with a company 
which operates a factory in Canada 
and is considering opening a branch 
plant in another part of the country. 
With most types of manufacturing op- 
erations, the cost per unit decreases as 
the annual production increases., Be- 
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cause of the limited size of the mar- 
ket in Canada, most manufacturers 
find it more economical to produce in 
a single plant. Some exceptions are 
manufacturers of dairy, brewery or 
bakery products, metal cans and card- 
board cartons. In such instances, it is 
not economical for a company to 
serve all of its customers in Canada 
from one plant, because any saving in 
unit cost through mass production is 
more than offset by additional trans- 


various parts of Canada grow, more 
and more industries will want to 
locate branch operations. Several ex- 
amples have recently occurred in 
Western Canada. The deciding fac- 
tor is the relationship between unit 
cost and transportation cost. 


Although no special entry appears 
on the books of a company for in- 
efficiency on plant location, in some 
cases it may be the reason why the 
profits are lower than those of a com- 


portation costs. As the markets in _petitor. 


The Innovators 


Whatever else may be said about managers, there can be little doubt 
that they are, in fact, innovators — the people who provide new products, 
new methods and new services. The purest form of entrepreneur is re- 
garded by some as the true innovator, and others see the consumer as the 
author of change through the ultimate decisiveness of the market. Disputes 
of this type are probably worthless, and innovation is clearly a product of 
many workers. But the man who begins to manufacture the new product 
or to supply the new service is a major link, and without his intelligence 
and knowledge the dreams and wishes of others would never be realized. 
This perhaps is the most valuable product of the “managerial revolution” 
of the past century. Those ambitious men so much feared by James Burn- 
ham are in fact much safer in their positions of power because they have 
opportunities to turn their abilities to creation and away from that frustra- 
tion traditionally experienced by the ambitious men devoid of essential 
capital. The separation of ownership from management has been a libera- 
tion for the man of talent. 


This power to innovate has thrust upon managers an unwanted respon- 
sibility for the changes that occur increasingly in modern society. A simple 
commercial innovation may produce unexpected social consequences that the 
manager may never have imagined. The newspapers. commercial radio and 
television, and the cinema are the outstanding examples of this process. But 
all managers share the same burden, and all might benefit from the lesson 
that management is being taught in these radically new industries — earn 
your authority from below, lest the power given you from above is taken 
away. 


— Stanley Hyman, “Management and Innovation”, 
The Secretary, May, 1960 
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Accounting Research 


AccOUNTING For InFLation (Cont'd) 


In this department last month some 
aspects of the problem of accounting 
for inflation were discussed. This 
month’s article discusses some of the 
effects of changes in the value of the 
dollar on conventional accounts and 
describes some proposed remedies. 


Depreciation 

The accepted view of depreciation 
regards it as a process of cost alloca- 
tion. Its purpose, in this view, is not 
to measure the decline in the value of 
the asset, but to allocate to each fiscal 
period the portion of the cost of the 
asset that can reasonably be regard- 
ed as related to that period. The allo- 
cations may be made on a time basis 
or on the basis of use. 


The effect of a change in the pur- 
chasing power of the dollar is to 
change the relationship between the 
depreciation charges calculated in this 
way (and thus expressed in dollars of 
the year of acquisition) and the cur- 
rent revenues and expenses expressed 
in current dollars. If other revenues 
and expenses increase as purchasing 
power declines, the net effect of the 
use of “historical cost” depreciation 
will be to increase net profits due to 
the relative decline in the deprecia- 
tion charge. Traditional accounting 
regards this extra “profit” as a real 
item of income, representing, in effect, 
the reward of making a prudent in- 
vestment and acquiring productive 
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assets for less than current prices. 
The opponents of the traditional 
school argue, on the other hand, that 
this “profit”, representing the differ- 
ence between recorded depreciation 
and depreciation based on the cur- 
rent equivalent of original cost, is 
“unreal”. This argument is based on 
the premise that the distribution of 
this “profit” will result in a failure 
to preserve the capital of the enter- 
prise at its proper level. The argu- 
ment, in other words, is based on 
what might be called the “pool of pur- 
chasing power” theory of capital dis- 
cussed last month. Under this view 
of capital, the portion of profit which 
represents the difference between the 
original cost of the asset and the 
equivalent of that cost in current 
dollars represents a dissipation of 
capital rather than a profit. 

It was also pointed out in last 
month’s article that the proposal to 
adjust depreciation to the equivalent 
of original cost in current dollars is 
not the same thing as providing de- 
preciation on “replacement cost” in 
the sense this term is usually used. 
The attempt to make the depreciation 
charges equal to the ultimate cost of 
replacing the asset introduces prob- 
lems of forecasting future price levels, 
obsolescence and technical change 
which, although important, are sep- 
arate from the problem of accounting 
for inflation. 

It is sometimes argued that if the 
preservation of purchasing power of 
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capital theory is to achieve its ob- 
jective, the conversion of deprecia- 
tion costs should be based not on the 
value of the dollar current at the time 
but on the value which will be in 
effect at the end of the asset’s life. 
_ It is argued, in other words, that 
even the use of “adjusted cost” rather 
than “replacement cost” does not 
avoid the problem of forecasting the 
future. 


It is true that if it is desired to have 
an amount in cash at the end of the 
asset’s life equal to the purchasing 
power of the original investment, de- 
preciation must be provided on “re- 
placement cost”. This does not, how- 
ever, prove that the provision of de- 
preciation year by year on the basis 
of the purchasing power equivalent of 
original cost is an inadequate answer 
to the problems of inflation. The fact 
that the use of current values for de- 
preciation will not assure adequate 
funds for “replacement” is due, not to 
the inadequacies of this method of 
providing depreciation, but to the 
loss of purchasing power suffered 
when the funds retained through de- 
preciation are invested in monetary 
or fixed dollar assets. Depreciation 
policies cannot be blamed for losses 
which would be suffered even if the 
assets of the business were invested 
in cash. 


To illustrate this point, assume that 
an enterprise has capital of $1,000. 
If this sum is “invested” in cash and 
held for five years while the pur- 
chasing power of money declines by 
50%, the enterprise will suffer a loss, 
on the “purchasing power of capital” 
theory, equal to one-half the original 
investment. If the same enterprise in- 
vests the sum in a fixed asset with a 
life of five years, the use of straight 
line depreciation, without adjustment 


for inflation will result in the loss of 
the same sum. 


If, on the other hand, the enterprise 
adjusts its depreciation charge (and 
its prices) each year to reflect cur- 
rent purchasing power, it will suffer 
no loss on the fixed asset itself since 
it will recover from revenues each 
year the appropriate portion of its 
original cost. It will, however, suffer 
a loss on the amounts recovered 
through depreciation in the early 
years if those amounts are held in 
cash or invested in other fixed dollar 
assets (bonds, accounts receivable. 
etc.) Under the circumstances, the 
funds available for replacement will 
be less than “replacement cost”, but 
this deficiency will not be due to 
the inadequacy of the depreciation 
charges but to the effect of inflation 
on fixed dollar amount (or monetary ) 
assets. 


Techniques 

It has been assumed in the above 
discussion that to achieve the objec- 
tive of the “equal purchasing power” 
approach, an adjustment must be 
made in each period of the deprecia- 
tion charge. Since the depreciation 
charge is based on the asset value, 
this means, in practice, an adjustment 
in the asset value. The use of an 
index number of some kind is ob- 
viously indicated. There are, how- 
ever, some differences of opinion as to 
which index is the proper one to use. 
Some writers maintain that the ap- 
propriate index is that which most 
closely parallels the changes in price 
of the asset itself. In this view, the 
construction index, for example, 
would be used for buildings, the 
heavy machinery index for heavy ma- 
chinery, etc. It is, however, argued 
on the other side that these indices 
measure changes ir price of the 
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assets themselves rather than changes 
in the value of money. Adjusted cost 
on this basis would be close to “re- 
placement cost”, but it would not 
necessarily reflect the amount of pur- 
chasing power equivalent to original 
cost. 

Most writers, as a result, prefer to 
use a general price index or cost of 
living index. This type of index, 
being designed to measure total 
changes in costs of most common 
commodities, actually comes closest 
to measuring changes in the value of 
money itself. Because the weighting 
applied to different commodities in- 
cluded in the index is based on a 
normal pattern of consumer expendi- 
ture rather than total consumption, 
these indices will not always be ac- 
curate measures of inflation. They 
are, however, in most countries, the 
best available at present. 


Application of Adjustments 

The question of the extent to which 
adjustments to reflect changes in pur- 
chasing power can be reflected in the 
accounts themselves is usually one of 
the major subjects of discussion on 
this subject. At the present stage of 
the debate these discussions seem a 
little premature. It is obvious that, 
for some years to come, company and 
security legislation, not to mention tax 
legislation, is going to require con- 
ventional statements and that any 
use of adjusted statements will be 
purely supplementary. The final de- 
cision will only be made when users 
of financial information have had an 
opportunity to evaluate the relative 
usefulness of conventional and ad- 
justed reports. 

The more immediately pressing 
question regarding the application of 
adjustments involves the extent to 
which they should be applied in 
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whatever financial statements are pre- 
pared on the adjusted basis. As sug- 
gested above, any adjustment of the 
profit and loss charge for deprecia- 
tion seems to imply an adjustment of 
fixed assets and accumulated depre- 
ciation. A review of the other balance 
sheet items shows that some of 
them, sometimes called “monetary” 
items, represent claims or obligations 
payable in fixed amounts. Obviously 
such items, namely, cash, accounts re- 
ceivable, fixed principal investments, 
and current and long-term liabilities, 
cannot be adjusted to reflect changes 
in purchasing power. In fact, because 
they represent fixed amounts of dol- 
lars, changes in the purchasing power 
of the dollar produce profits or losses 
in relation to these items. 


The remaining or “non-monetary” 
items in the balance sheet are nor- 
mally fixed assets, inventories and 
common equity (preferred equity 
unless participating is more analog- 
ous to funded debt than to common 
equity). Other deferred charges or 
credits, if any, will also normally be 
“non-monetary”. Adjustments will be 
required to all these items to trans- 
late historical dollars into current 
dollars. The items to be converted, of 
course, include equity since the con- 
version of the original stated value of 
capital into the current equivalent 
amount of purchasing power is neces- 
sary to achieve what proponents of 
the “purchasing power of capital 
theory” believe is a proper measure of 
capital. A similar adjustment must 
be made to the opening balances of 


surplus of all kinds. 


On the profit and loss statement 
most items will automatically be ex- 
pressed in current dollars since the 
exchange of goods and services for 
money is, obviously, always at the 
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current value of the dollar. Deprecia- 
tion has to be adjusted as already 
discussed. The only other adjustment 
involves converting the portion of 
cost of goods sold representing open- 
ing inventory into current dollars. 


There will, it appears, be little 
difference in profit and loss in most 
cases apart from the adjustment of 
depreciation. Even the inventory ad- 
justment will not normally be material 
unless inventory is unusually slow- 
moving. This will certainly be true 
if the fiscal period is a short one. 
In a period of a year, however, there 
may easily be material changes in 
the value of the dollar between the 
beginning and the end of the period. 
Consistency with the objectives of 
using a common dollar throughout 
will require, under these circum- 
stances, a conversion of the revenues 
and expenses of the first part of the 
year into their equivalent in terms of 
year-end dollars. 


As is the case with the conversion 
of the accounts of a foreign sub- 
sidiary, the conversion of assets and 
liabilities, revenues and expenses at 
different rates will necessitate the in- 
troduction of a balancing figure. As 
with foreign exchange conversions, 
this figure will represent the net pro- 
fit or loss on conversion. 


In most cases, the greater part ot 
this item will represent the profit or 
loss arising from the change in pur- 
chasing power of “monetary” items. In 
the case mentioned above, for ex- 
ample, when $1,000 of capital had 


been invested for five years in cash 
while the purchasing power of money 
had declined 50%, the conversion of 
the closing balance sheet would pro- 
duce assets of $1,000 (unchanged), 
capital of $2,000 (current equivalent 
of the original $1,000 invested), and 
a loss of $1,000. 


The treatment of this profit or loss 
on conversion is one of the conten- 
tious technical questions on which 
further thought is required. In the 
normal sense of the word, the profits 
or losses are unrealized, and the ex- 
tent to which they should be recog- 
nized in the results of operations is 
therefore open to question. The ques- 
tion really raises a general theoretical 
problem involving the validity of the 
“realization” and “conservatism” prin- 
ciples in cases where the “cost” prin- 
ciple has been abandoned. 


Conclusion 


It is generally agreed that the use 
of historical cost depreciation under 
inflationary conditions can at least be 
confusing, if not incorrect and mis- 
leading. Any attempt to rectify this 
by adjusting the depreciation charge 
must necessarily involve the adoption 
of a complete system of adjustments, 
or else the abandonment of double- 
entry procedures. One method of 
doing this involves “converting” the 
appropriate items from historical dol- 
lars to current dollars. As discussed 
above, however, this will not be as 
simple as it appears, nor will it 
eliminate all the problems. 


“ACCOUNTING TERMINOLOGY” 


From time to time the Accounting and Auditing Research Committee of 
the Canadian Institute of Chartered Accountants has received suggestions as 
to additional words that might be included in “Accounting Terminology’. 
The committee would be grateful for the comments and suggestions of our 
readers regarding words they would like to see defined in this publication. 
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Practitioners Forum 


This month’s column was written 
by Derek D. Harris, C.A., who prac- 
tises in Woodstock, Ontario. 

Tue NEED FOR AN INCOME 
PROTECTION PLAN 


A young practitioner starting out 
may well argue that he has no in- 
come worth protecting. He has, how- 
ever, a prospect of income and the 
prospect of earning money by other 
means if his practice fails to develop. 
Disability insurance, when most vital- 
ly needed, is something more than an 
income protection plan. It must cer- 
tainly give the insured sufficient in- 
come to meet his minimum needs un- 
til he is able to return to his work. 
Perhaps more important, it must keep 
the insured until he is able to re- 
adjust his way of life, should this be- 
come necessary. 

A chartered accountant who, in a 
too gay or tense life, has built up 
ulcers but no equity could find that 
an insurance company would not pro- 
tect his income. This could be so 
even though a life insurance company 
considered him insurable, since there 
are many illnesses and accidents 
which disable but do not kill. Ontario 
Institute members, whether or not 
practising, can, at such a time, enrol 
in the Institute’s group income plan, 
providing they are resident in On- 
tario, actively at work and under 70. 
The Alberta Institute is presently in- 
vestigating a group plan, but it would 


seem that uninsurable chartered ac- 
countants in other provinces would 
have to find group insurance outside 
their Institutes or remain without in- 
come protection. 


Pitfalls in Group Insurance 

The protection provided by a group 
insurance plan may be an illusion, 
and an insured may find himself un- 
insured at a time when his standard 
of living, but not his health, has 
improved. 

When a company or a professional 
group is being formed, a certain 
amount of pressure is usually exerted 
on all eligible persons in order that a 
group of a reasonable size can be 
established. Once the group is form- 
ed, the pressure probably amounts to 
no more than the handing of a 
pamphlet to a new and somewhat 
flustered recruit with the words, 
“Read this if you have time.” Often 
the new recruits do not bother about 
insurance or, being young, find that 
they can obtain as cheap insurance 
elsewhere as individuals. Since the 
original members have become unin- 
surable and the average age of the 
group has grown older, the company 
may necessarily terminate the group 
policy, rewriting policies for those 
members who are still desirable risks. 
A desirable risk in insurance parlance 
is, of course, a person who needs the 
insurance least. 

This danger exists even in the On- 








58 THE CANADIAN CHARTERED ACCOUNTANT, JULY, 1960 


tario Institute’s plan. Although the 
membership of an individual is non- 
cancellable and renewable without 
the consent of the company, the 
policy exceptions allow the plan as a 
whole to be cancelled. 


A second weakness in an aging 
group is that the premium may be 
increased to such an extent that the 
younger and insurable members can 
obtain cheaper and better insurance 
as individuals. 

The risks are greatest in those 
groups which did not require that a 
certain percentage of the members 
must be enrolled for the plan to op- 
erate and in those policies which are 
not really group policies at all, since 
they are available to other groups or 
even to the public at large, but are 
described as group policies, presum- 
ably to make the prospect think he 
is buying something of special value. 
The Ontario Institute’s plan required 
a percentage of those eligible to join 
the plan before it was put into opera- 
tion. In the Quebec Institute, a pro- 
posal in 1951 met with insufficient 
response, and in 1954 a second plan 
was cancelled by the insurers, after 
one year, for lack of participation. 


Who Owns Your Policy? 


This may be asked of either a 
group or an individual policy. One 
insurance company has produced a 
pamphlet entitled: “Why pay rent 
when you can purchase at the same 
cost?” aimed at policies containing 
cancellation clauses. However, the 


cost of policies without cancellation 
clauses is not the same, the company 
itself pointing out that insurance is 
competitive and you pay only for 
what you receive. 

The cost of renting insurance may 
be high. Money spent on preparing 


rented premises for yourself is use- 
lessly spent if, when you want to 
move into the premises, you find that 
the landlord has cancelled the lease, 
quoting a clause in the small print 
you forgot to read or did not under- 
stand. Insurers say that the greatest 
safeguard is an agent who is making 
insurance his career, particularly if 
you move in the same circle as he and 
you are likely to hobble periodically 
into him after you have become dis- 
abled and have been trying to live on 
the income he sold you. However, it 
is advisable to understand the terms 
that agents use, for it is the policy 
and not the advertising which con- 
trols the coverage you buy. 


Types of Policy 

The main types of disability insur- 
ance policies are: 

(1) Cancellable policies. These 
may be cancelled at any time before 
a claim arises or after a claim has 
been paid. 

(2) Non-cancellable term policies. 
These policies cannot be cancelled 
during the term covered by the 
policy, but they can be renewed only 
with the consent of the company. If 
renewal is refused, the availability of 
coverage elsewhere is unlikely. Insur- 
ance is a contract demanding the 
utmost good faith, wberrima fides, as 
students say when striving for the 
passing mark. Even an incontestibil- 
ity clause, whereby the statements 
contained in the application cannot 
be contested after the policy has been 
held two years, does not protect an in- 
sured who has committed a deliber- 
ate fraud. 

(3) Non-cancellable renewable 
policies. The coverage may not be 
altered but the premiums may be in- 
creased, so that if vou are desperately 
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in need of insurance you probably 
cannot afford it. 


(4) Non-cancellable renewable 
fixed-premium policies. The insured 
has the right to renew at a predeter- 
mined premium, increasing with his 
age. The policy is not affected by 
changes in his health. 


(5) Non-canceliable renewable 
level-premium policies. The insured 
has the right to renew at the original 
premium. 


Insuring Clauses are Important 


Insuring clauses set out the condi- 
tions under which the benefits are to 
be paid. For example, a policy cover- 
ing accidental bodily injury is broader 
than one covering bodily injury re- 
ceived through accidental means. The 
means were intended, and no benefits 
were paid when an infection arose 
from rubbing a toe with a towel or 
when an insured was injured while 
shaking down ashes of a furnace. 
Even where the insured was injured 
by the act of another, for instance, by 
a barber’s removal of an ingrowing 
hair, the means were held to be in- 
tended and no benefits were paid. In 
a policy covering accidental bodily 
injury, on the other hand, only the 
injury and not the means must be 
accidental. 


An insured shouid also know when 
he is considered to be disabled. A 
policy may require confinement to 
bed or at least within a house, so 
that if the insured sits in his garden 
or is taken for a drive, he may be 
considered no longer totally disabled. 


What is a Disability? 

United States statistics show that 
two out of every three persons are 
disabled each year if being disabled 
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means merely that one or more work- 
ing days are lost because of illness 
and injury, and of these only 11% are 
disabled as a result of accidents, many 
of which are minor. The cost of in- 
suring against all such disabilities 
would be prohibitive. No one should 
buy more insurance than he needs, 
and what is usually needed is calam- 
ity insurance. It is true, of course, 
that if a calamity does happen un- 
expectedly, then it will also be un- 
expected to the insurance company, 
and it will not have had time to 
cancel the policy before it is faced 
with its first disability. For this 
reason, cancellable but cheap in- 
surance may be considered to give 
adequate protection. However, if dis- 
abilities do come in threes, and an in- 
surance agent selling either non-can- 
cellable renewable fixed or level- 
premium policies is likely to think at 
this stage that they do, then you will 
be left to struggle through your 
second and third disabilities on your 
own. 


Subsidiary Features Affecting 
Premiums 

(1) Features which would tend to 
increase premiums: 

(i) Waiver of premium. Usually 
premiums falling due after the first 
90 days of total disability are waived 
by the company because obviously, at 
such a time, you would wish to meet 
as few expenses as possible. 

(ii) Grace period. Usually 31 days 
of grace are allowed for the payment 
of each premium after the first. 

(iii) Non-aggregate. A full new 


_benefit period is allowed for each 


new accident or sickness. This does 
not apply to recurrent disabilities, in 
respect of which there must be a 
separate clause. 
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(2) Features which would tend to 
reduce premiums: 

(i) Waiting period. The longer the 
period the insured is prepared to 
to wait for his income, the lower is 
his premium. Waiting periods vary 
from seven to 90 days after a disabil- 
ity, but some policies waive the wait- 
ing period if the insured is confined 
in hospital. 

(ii) Restrictions on flight. A dis- 
ability resulting from flying, except as 
a passenger in a civilian plane, mav 
not be covered. This restriction may 
be extended even to chartered flights. 

(iii) Geographical limitation. Dis- 
abilities incurred while travelling or 
residing in certain areas may not be 
covered. In these days of potential 
space travel, any small print headed 
“geographical limitations” should ob- 
viously be read. 

It is clear that, for the same amount 


of money, the promise of more in- 
come could be purchased under a 
cancellable policy paying benefits to 
an insured while confined to bed, 
providing his bodily injuries were re- 
ceived through accidental means, 
than under a non-cancellable renew- 
able level-premium policy which 
covers any accidental bodily injury 
and does not restrict his movements. 


The cost of a policy is governed 
by not only the amount of income 
promised but also by the conditions 
under which it will be paid, the type 
of policy bought and any special fea- 
tures which were written into it. Some 
reduction in cost may be achieved 
through a genuine group insurance 
plan, but particularly in franchise 
group policies and in a number of in- 
dividual policies, there is a danger 
of cancellation, and cancellation of 
calamity insurance is a calamity itself. 
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Tax Review 


DEDUCTIBLE EXPENSES 


Accountants are from time to time 
tempted to speculate on how simple 
life would become if taxable income 
were the same as normal business 
profit, calculated according to accept- 
ed accounting practices. However, it 
must not be forgotten that the Income 
Tax Act is a legal matter which must 
be interpreted by the courts and that 
the accountant’s role is one of passive 
resistance. This does not stop the ac- 
countant from pressing for improve- 
ments, and it is therefore felt that an 
examination of some of the basic dif- 
ferences between the legal and ac- 
counting concepts of income deter- 
mination would be worthwhile. It is 
also proposed to suggest, although 
not for the first time by any means, 
that the legal concept does not pro- 
vide a realistic set of rules for com- 
puting income in terms of present-day 
business conditions. 


Timing of Deductions 

In the determination of income, a 
cardinal rule of accounting is that ex- 
penses should be matched against the 
revenues they produce. Insofar as 
possible, the accountant attempts to 
charge as the costs and expenses of a 
fiscal period those historical costs 


which relate to the revenue obtained. 


in that period. The jurisprudence of 
income tax adopts a far more rigid 
classification. The income tax classi- 
fication of business expenditures is 
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between capital and income, and no 
other alternative is permitted. Ex- 
penditures falling into the capital 
category are not deductible (unless 
specific provisions for their amortiza- 
tion or deduction exist); those falling 
into the income category must, it ap- 
pears, be charged against revenue in 
the year in which incurred. 


At first sight, the legal method of 
classifying and timing income deduc- 
tions may appear to be too inflexible 
and to be inferior to that used by the 
accountant with his prepaid expenses, 
deferred charges and other shades of 
deferment. The basic difference, how- 
ever, may better be explained in 
terms of a difference in the end to 
which the classification is directed. 
Fundamentally, the accountant looks 
to the result of an expenditure in de- 
termining when, or whether, such ex- 
penditure should be deducted from 
revenue. Income tax jurisprudence 
today looks not to the result of an 
expenditure but to its purpose. Thus 
if costs are incurred for capital pur- 
poses, they are not normally deduct- 
ible (except through capital cost 
allowance); if they are incurred for 
the purpose of earning income, they 
are deductible, and must be deducted, 
in the year incurred, even if the 
revenue against which they are 
charged is entirely unrelated. 

This difference was emphasized in 
the recent decision of the Exchequer 
Court in the Wilson & Wilson case 
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in which a contractor was required 
under section 12(1)(a) to deduct all 
expenditures in respect of a construc- 
tion project in the vear incurred even 
though the progress estimate covering 
the expenses had not been prepared 
or approved. This decision follows 
the precedent established in the Con- 
solidated Textiles case in which it 
was firmly established that an expense 
must be claimed in the taxation year 
in which it is laid out or expended 
even though the profits naturally re- 
sulting therefrom may not arise until 
subsequent periods. It was held that 
“.. . it is clear that what makes an 
expenditure deductible is that it is 
part of the taxpayer’s working ex- 
penses and that it is laid out as part 
of the process of profit earning . . . it 
follows that an item of expenditure 
becomes a deductible one when and 
as soon as it meets the requirements 
of the test, that is to say, that it is 
deductible in the year in which it 
becomes a working expense and part 
of the process of profit making. The 
avpellant’s 1938 operating expenses 
became its working expenses and 
part . . . of the process of earning the 
income in 1938, and therefore deduct- 
ible in that year; that being so they 
were not deductible in 1939.” 

There does not seem to be any com- 
pelling reason why the timing of de- 
ductions under the Income Tax Act 
should not coincide with good busi- 
ness and accounting practice. Section 
12 merely allows (by implication) the 
deduction of expenses incurred for 
purposes of gaining income without 
specifying when such deduction shall 
take place. That such deductions 


shall be timed in accordance with or- 
dinary business and accounting prac- 
tice is surely implied by section 4, in 
its reference to “profits”, and also by 
current assessing techniques. This in- 


terpretation would appear to an ac- 
countant to be a sensible one, but one 
that may be difficult to reconcile with 
the decision referred to above in the 
Consolidated Textile case. If the in- 
terpretation of Mr. Justice Thorson 
in that case is extended to its logical 
conclusion, it must be concluded that 
with the exception of fixed assets and 
preproduction expenses the Income 
Tax Act does not recognize prepaid 
expenses or deferred charges, long- 
established concepts necessarily fol- 
lowing from the basic accounting 
principle of matching revenues and 
expenses. It might even be argued 
that the cost of inventories is deduct- 
ible in the year incurred, but it is im- 
possible to believe that a point of 
distinction would not be found if such 
an argument were to be_ brought 
squarely before the courts. 


Expenses not Allowed 


In the computation of net income, 
expenses laid out to earn the income 
must obviously be deducted from 
gross revenues. However, section 12 
(particularly subsections (1) (a), and 
(1)(b)) modifies this rule. The first 
paragraph of that section prohibits 
the deduction of an expense except to 
the extent that it is incurred for the 
purpose of gaining or producing in- 
come, a seemingly harmless exclusion. 
The second, more troublesome para- 
graph prohibits the deduction of an 
outlay, loss or replacement of capital 
or a payment on account of capital, 
except for those allowances expressly 
permitted in respect of depreciation, 
obsolescence and depletion. The two 
paragraphs read together with section 
4 of the Act contemplate that in re- 
viewing a particular item of expendi- 
ture it is necessary first to establish 
that the expenditure is deductible 
under general business and account- 
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ing practices or is otherwise deduct- 
ible under an express provision of the 
Act. If not, the expenditure is clearly 
not deductible. If on the other hand 
the expenditure is properly deductible 
in computing profits, it is necessary 
to examine section 12 to ascertain 
whether or not its deduction is spe- 
cifically prohibited. 


Section 12(1)(a) and its predeces- 
sor, section 6(1)(a) of the Income 
War Tax Act, have, until recently, 
been accused of severely restricting 
the deduction of expenses. Lord Mac- 
millan in the decision in the Montreal 
Coke case concerning the application 
of section 6(1)(a) stated: “It is 
obvious that there can be many forms 
of expenditure designed to increase 
income which would not be appropri- 
ate deductions in ascertaining annual 
net profit or gain. The statutory cri- 
terion is a much narrower one. Ex- 
penditure to be deductible must be 
directly related to the earning of in- 
come.” In the case in question. the 
company attempted, unsuccessfully, 
to deduct expenses incurred in re- 
deeming its outstanding bonds and 
re-issuing new bonds on more favour- 
able conditions. The expenses were 
held to be a part of the financing 
operation and distinct from the trad- 
ing activity in which the profits arose. 
The statement that an expenditure to 
be deductible must be directly related 
to the earning of income followed 
from the oft-quoted dictum of Lord 
Davey who stated in 1906 in the Eng- 
lish case of Strong v. Woodifield that 
an expenditure must be made “for the 
purpose of earning the profits” — an 
expression referred to in almost every 


case concerning deductions heard in . 


Canada and the United Kingdom 
since that time. This expression led 
to the rigid so-called “income-earn- 
ing process test” and for a consider- 
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able period a particularly inflexible 
attitude on the part of the courts. 
The causal connection of an expendi- 
ture with the actual operation in 
which the profits arose was the gov- 
erning consideration. It was felt that 
expenses related to profits indirectly 
or incidental to it were not deduct- 
ible. 

The severity of the income-earning 
process test was modified in Canada 
by the decision of the Exchequer 
Court in the Imperial Oil case 
(1947). This case established an at- 
titude towards deductible expenses 
more in accordance with business 
practice. In giving judgment Mr. 
Justice Thorson referred to a pre- 
viously forgotten dictum of Lord 
Davey to the effect that an expense 
would be allowable if made “for the 
purpose of enabling a person to carry 
on and earn profits”. He drew atten- 
tion to the words “to carry on” which 
obviously expanded considerably the 
area of deductible expenses. Any 
doubts that the narrow “income-earn- 
ing process test” was still appropriate 
were completely dispelled by the Ex- 
chequer Court in 1957 in the Royal 
Trust Company case. The Minister of 
National Revenue argued that the re- 
lationship between expenditures on 
social club dues of senior employees 
and the result on profit was too re- 
mote. The president of the Exchequer 
Court held that it was not necessary 
to show a causal connection between 
an expenditure and income. An out- 
lay in order to be deductible need not 
result in income; it is necessary to 
show only that the expenditure was 
made for the purpose of producing 
income. 

However, there are _ indications 
which suggest that there still remains 
some confusion arising out of section 
12(1)(a). Dr. A: K. Eaton, in his 








64 THE CANADIAN CHARTERED ACCOUNTANT, JULY, 1960 


now well-known article on the subject 
of deductible expenditures which ap- 
peared in the November-December 
1959 issue of The Canadian Tax 
Journal, has suggested that section 
12(1)(a) be clarified by an amend- 
ment rewording it in positive lan- 
guage to allow all expenses except 
those which are unrelated to the tax- 
payer's business. This suggestion 
leads, however, to the conclusion that 
section 12(1)(a) no longer has a 
useful function, since normal business 
and accounting practice would not 
allow the deduction of entirely unre- 
lated expenses in the determination of 
“profits”, which ultimately are the 
basis of the income tax. The effect of 
removing section 12(1)(a) entirely 
from the Act would certainly not be 
to provide the authority for deduct- 
ing expenditures which are not now 
deductible according to sound ac- 
counting principles. Section 4 pro- 
vides the safeguard (except, possibly, 
for taxes on income for which a 
special provision could quite simply 
be enacted). 


Capital Expenditures 

Any discussion on the subject of 
deductions must include a considera- 
tion of section 12(1)(b), a provision 
which has probably antagonized more 
taxpayers than all others taken to- 
gether, with the possible exception of 
those sections which set forth the 
rates. For this purpose it is interest- 
ing at the outset to compare the 
wording of the Canadian Act with the 
corresponding provision of the U.K. 
Income Tax Act. 

Section 12(1) of the Canadian Act 
reads in part as follows: 

“In computing income, no deduc- 
tion shall be made in respect of ... 
(b) an outlay, loss or replacement 


of capital, a payment on account of 
capital ...” 


Section 137 of the U.K. Income Tax 
Act, 1952 provides that: 


“Subject to the provisions of this 
Act, in computing the amount of the 
profits or gains to be charged . . . no 
sum shall be deducted in respect of 
... (£) any capital withdrawn from, 
or any sum employed or intended to 
be employed as capital in such trade, 


Section 12(1)(b) has been applied 
more strictly in Canada to prohibit 
the deduction of expenses than the 
corresponding section of the U.K. Act 
has in the United Kingdom. English 
precedents have generally not been 
followed in this country. 


The Tate & Lyle decision in the 
United Kingdom concerned expenses 
of conducting the vigorous “Mr. 
Cube” anti-nationalization campaign 
at a time when the Labour Party was 
openly favouring the expropriation 
of the sugar refining industry. The 
expenses were incurred to protect 
the very basis of the company’s exist- 
ence and yet were held to be deduct- 
ible, being laid out “for the purpose 
of the trade” and not prohibited 
under section 137(f) quoted above. 
In Canada, a similar situation was 
presented in the Dominion Natural 
Gas case. In this case the company 
was not permitted to deduct expenses 
incurred in defending its right to 
carry on its business, which depended 
on an exclusive franchise from the 
city of Hamilton to distribute gas. 
The franchise was considered a cap- 
ital asset and the payments to defend 
this asset were held to be payments of 
a capital nature and squarely within 
the prohibition of section 12(1)(b), 
even though no new asset was ac- 
quired. Similarly in the British 
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Columbia Electric case in 1958, ex- 
penses which were incurred to sub- 
stitute a profitable bus service for an 
unprofitable railway, although allow- 
able under section 12(1)(a), were 
held to be of a capital nature, and 
their deduction was therefore pro- 
hibited. It was held that the purpose 
of the expenditure was to secure an 
advantage of an enduring nature, that 
is, to increase the economic value of 
an existing franchise. 


Neither the phrase “a payment on 
account of capital” nor words of sim- 
ilar intent appears in the U.K. Act, 
and this is surely the point of de- 
parture of the Canadian from the 
United Kingdom cases. That the re- 
spective statutes do, in fact, differ was 
acknowledged in the 1958 decision of 
the Exchequer Court, M.N.R. v. 
Gladys Evans, in which Mr. Justice 
Cameron pointed out quite clearly 
that the decisions under the corres- 
ponding provisions of the U.K. In- 
come Tax Act have not generally been 
followed in Canada. 


Certainly the effect in Canada of 
the decisions concerned with section 
12(1)(b) has been to prevent any 
deduction in respect of a large num- 
ber of expenses incurred in the ordin- 
ary course of business. These are very 
often legitimate and necessary ex- 
penses which have been orphaned by 
reason of section 12, and are familiar- 
ly known, following the enumeration 
of many of them by Willard Hamilton 
in the November and December 1957 
issues of The Canadian Chartered Ac- 
countant, as “nothings”. 


Most of the “nothings” are neces- 
sary business expenses incurred in the 
pursuit of the taxpayer’s trade but 
denied recognition by section 12(1) 
(b) as being of a capital nature. Here 
the law is plainly unjust in failing to 
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acknowledge the realities of business 
practice. 

Perhaps a partial solution to the 
problem, and the one following log- 
ically from the foregoing would be 
simply to delete the phrase “a pay- 
ment on account of capital” from 


section 12(1)(b). This may have 
the effect of reestablishing the valid- 
ity of the English precedents which 
are generally felt to have been less 
unkind to the taxpayer. 

However, this is a partial solution 
only, and in order to work justice for 
taxpayers in their various and differ- 
ing circumstances it would probably 
be necessary to adopt a sweeping re- 
vision of section 12(1)(b). Such a 
revision could, for example, take the 
form of reducing the prohibition to 
include only capital losses, outlays re- 
lated to the production of capital 
gains, and payments in respect of 
those capital assets the value of which 
can be expected to endure undimin- 
lished, such as land or possibly good- 
will. In many instances the benefits 
derived from payments of, or on 
account of, capital are of uncertain 
duration and it may be appropriate 
simply to retain section 12(1)(b) in 
its present form and expand the regu- 
lations to permit the amortization of 
those capital assets. The period of 
amortization would necessarily be 
arbitrary. However, the solution is 
attractive in that it is reasonable to 
the taxpayer and, since the amounts 
are generally not large, the loss to 
the Revenue would probably not be 
appreciable. For these same reasons 
the possibility immediately suggests 
itself of amending the regulations to 


-permit in the case of many of the ex- 


penses a full deduction in the year in 
which they are incurred. 

While it is submitted that these 
solutions are realistic, the most attrac- 
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tive solution from the point of view of 
the taxpayer has been advanced force- 
fully by Dr. Eaton who suggests that 
section 12(1)(b) be revoked and the 
Act be amended “first of all to estab- 
lish in law the general principle of 
full deductibility for all capital ex- 
penditures in the taxation year in 
which they were incurred and second 
to legislate exceptions to the general 
rule and require (not merely allow as 
at present) amortization of certain 
named items through capital cost 
allowances”. 


Summary 

To summarize, it is apparent to the 
business man that the application of 
sections 12(1)(a) and 12(1)(b) has 
failed to recognize the realities of 
modern commercial life. These sec- 
tions appear to have resulted in a 
concept of income which is both un- 
realistic, inflexible and, if not in- 
consistent, certainly confusing. Al- 
though the weight of evidence sug- 
gests that the application of these 
provisions to particular circumstances 
by the courts has in recent years been 
progressively less restrictive, the 
fundamental difficulty lies not with 
the courts but with the statute itself. 
The rules governing the calculation of 
taxable income are artificial, some- 
times ridiculous, and can only be 
corrected by a sweeping revision of 
the existing statute. The view that 
the law must be changed if the large 
area of dissatisfaction is to be re- 
moved is certainly shared by the busi- 
ness community. The present high 
rates of tax serve to emphasize the 
need for a fair basis on which the tax 
is to be calculated. 


THE LAW 


Budget Resolutions 
Certain of the budget resolutions 


introduced by the Minister of Finance 
have now been altered, presumably 
upon representation from taxpayers 
and other interested groups. The pro- 
posed amendment to section 36 of the 
Income Tax Act, which would have 
required the payment of tax upon 
lump sum payments received on re- 
tirement, etc., at a fixed scale of rates, 
has been withdrawn entirely. It is 
believed that this would have affected 
adversely many pensioners who re- 
ceive their pension in a lump sum on 
retirement, and thus the resolution 
was withdrawn. 


With respect to sales tax, the pro- 
posed exemption of coverings for tax 
exempt goods is to be changed so that 
it will apply only if the coverings are 
used for vegetables, fruits, eggs, 
butter, cheese, ice cream, bread, flour, 
milk and cream, including materials 
used in the manufacture of such 
coverings. The types of coverings, 
such as boxes, bags, bottles, etc. are 
specified in each case. 


The exemption for electric heating 
equipment is to be amended to grant 
exemption for systems using 200 volts 
or greater instead of the original 230 
volts. 

A new resolution is to be added to 
exempt from sales tax certain speci- 
fied drainage, waste and vent copper 
tubing. 


Ontario Corporations Act 

The amendments to the Corpora- 
tions Tax Act, 1957 proposed in late 
1959 have now been ratified and in- 
corporated into the Act. These 
changes were discussed briefly in the 
January issue of this magazine. Addi- 
tional changes are as follows: 

Permanent establishment — now in- 
cludes the place designated in the 
charter or by-law as being the head 
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office and consequently a head office invested in a ship or aircraft operated 
is no longer eligible for the special by a non-resident corporation in Can- 
tax of $50. ada if such corporation is entitled, in 
computing its income for a fiscal year, 
to exclude the income earned in Can- 
ada from the operation of such ship 
or aircraft. 
s Interest — and penalty interest pay- 
for Ontario purposes to the same ex- able in respect of deficient instalments 
tent that they are claimed for federal. the 1957 year which arose out of 
— the addition of the provincial abate- 
Paid-up capital — shall no longer ment section in that year are to be 
include the amount of paid-up capita} refunded to the extent of two-thirds. 


Provincial abatement — provisions 
have been altered to reflect the in- 
creased Quebec tax of 10%. 


Business losses — must be deducted 


Management Accounting 


A great deal is heard these days of the attributes of management 
accounting. Unfortunately, the impression gained by many is that it is only 
applicable to large undertakings and to be practised only by the larger 
firms. This of course is not so, for the subject ranges from a simple restate- 
ment of basic accounting data to advanced systems of budgetary control. In 
my view, every practitioner can interest his clients in some form of manage- 
ment accounting by ensuring that the annual accounts are presented in a 
form clearly stated and easily understood by the man in the street. It is 
remarkable how useful a statement of accounts can be made by close 
attention to grouping of expenses and where possible, or applicable, relating 
them to the income side of the business. 


No one starts a business without a plan and some form of simple budget- 
ing must interest every business man no matter what the size of the business 
is. Many business men would be saved hours of anxiety if they could be 
encouraged to forecast the cash position extending to a reasonable time into 
the future. This applies not only to our members in practice, it also applies 
to some members in industry and commerce where there are still many 
businesses operating today without this aid to management. 

The plain fact is that this aid can often be given by the use of records 
already in existence coupled with reasonable foresight of the management 


and its advisors. 
—C. J. Peyton, President of the Liverpool Society ot 
Chartered Accountants, The Accountant, May 21, 1960 
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Students Department 


The following article by a practis- 
ing chartered accountant discusses a 
phrase contained in the auditor's re- 
port to the shareholders. 


As SHOWN BY THE Books 


So often there is a tendency, when 
words or phrases are repeated many 
times within a familiar context, to 
acknowledge without question their 
right to be used. The auditor's re- 
port for a company incorporated un- 
der the Companies Act (Canada), 
and also under certain of the provin- 
cial Companies Acts, contains the as- 
sertion that the statements reported 
on are properly drawn up so as to ex- 
hibit a true and correct view of the 
affairs . . . . as shown by the books. 
In the case of an Ontario company 
the auditor is required to make 
special comment “if the company’s fi- 
nancial statement is not in agreement 
with the accounting records”. 


Some interesting discussion has re- 
sulted from the phrase “as shown by 
the books”, with the following argu- 
ments, some of which are contradict- 
ory, being presented: 


(a) In all cases, the figures in the 
general ledger should be capable of 
being accumulated into the figure in 
the financial statements without ad- 
justments or splitting of balances. 


(b) The phrase “as shown by the 
books” is to be interpreted more 
broadly than its component words im- 
ply, and it is satisfactory to the 
auditor to use these words as long as 
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the conditions which cause an adjust- 
ment are recorded in the books and 
recognizable as such in the future 
(e.g. inter-company profit in inven- 
tories). 

(c) Adjustments required on con- 
solidation should be entered in the 
parent company’s books. 

(d) The phrase “as shown by the 
books” should not be used by the au- 
ditor when reporting on consolidated 
statements, as it is evident that con- 
solidated statements may require ad- 
justments which cannot reasonably be 
reflected in the books of any one 
company. 

Perhaps the most significant deduc- 
tions to be drawn with regard to the 
question of recording in the books 
are: 

(a) Changes (e.g. corrections of 
errors) which have been made in pre- 
paring final statements must be 
agreed to by the client and recorded 
in the books before the auditor's re- 
port is issued. Sometimes in prac- 
tice the pressure of completing an as- 
signment by a deadline causes us to 
postpone or even forget this step, but 
unfortunate circumstances can easily 
arise from this, and we must recog- 
nize that this recording is essential. 

(b) Adjustments to the client’s 
grouping of balances or a division of 
one general ledger account into its 
parts which are shown in various 
places in the accounts (usually called 
“reclassification entries”) need not be 
recorded in the books. If we consider 
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that balances should be reclassified, 
the consent of the client’s accounting 
officials must be obtained and a rec- 
ord of the reclassification left with 
them. 

(c) The term “books” as used in 
the report to the shareholders may be 
taken to refer not only to the general 
ledger but also to subsidiary ledgers 
and work sheets which are acknowl- 
edged by the client as being part of 
his records. 

(d) The Companies Act (Canada) 
makes no distinction between audi- 
tor’s reports on balance sheets which 
are consolidated and not consolidat- 
ed; in each case the report must con- 
tain the words “as shown by the 
books”. 

The following is an_ interesting 
example of a consolidation adjustment 
which could not reasonably be re- 
corded on the parent company’s 
books. Company A, a Canadian hold- 
ing company, Owns company B, a 
U.S. operating subsidiary, which an- 
nually declared and paid a large divi- 
dent from which the 5% tax was with- 
held and paid. For various reasons 
not pertinent to this example, it was 
decided not to declare the dividend 
one year, but as the parent company 
required funds to meet its own divi- 
dend, it seemed likely that two divi- 
dends of the normal amount would be 
declared in the following year, one 
shortly after the year-end and the 
other later when the operating re- 
sults became known. In fact, shortly 
after the year-end, a dividend of the 
normal annual amount was declared 
and paid. There was no question 
about A’s corporate accounts, as no 
dividend was received from B during 
the year, but on consolidation it was 
evident that the results for the year 
under review were not consistent with 
prior years in that no provision had 
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been made for withholding tax on the 
dividend normally declared by the 
subsidiary. Bearing in mind that the 
dividend for the year had, in effect, 
been declared after the year-end and 
that, if no adjustment were made, the 


consolidated accounts next year 
would probably reflect twice the nor- 
mal amount of withholding tax, com- 
pany officials proposed (and the au- 
ditor concurred) that provision for 
the tax on the usual amount of the 
dividend should be made in the con- 
solidated accounts only. This adjust- 
ment did not appear in the corporate 
books of either A or B. 


The solution to the question of re- 
cording consolidating adjustments, 
which is entirely practicable, is to 
have the parent company record them 
on separate books, that is, on journal 
vouchers and perhaps even in a 
ledger kept solely for the consolida- 
tions, and not reflected in any of the 
corporate accounts. 


This solution appears valid when 
one considers the present practice. 
Many auditors are called upon to 
prepare the consolidation, and it 
seems likely that consolidating ad- 
justments, although explained to the 
parent company’s accounting officials, 
are not in every case recorded by 
them. Where consolidated statements 
are prepared by the company’s ac- 
countants, adjustments are recorded, 
perhaps only on worksheets; but, it is 
submitted, these may be considered 
to be part of the books. 


In summation, it appears that read- 
ers of the auditor’s report are entitled 
to interpret the words “as shown by 
the books” to mean that the auditor is 
satisfied that company officials concur 
in the figures and that these are prop- 
erly recorded by the company. It 
should be a basic procedure on all ex- 
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aminations to determine that these 
con« tions have been met. 


a oe 


PRELIMINARY PREPARATION FOR 
AN AUDIT 


K. A. MacKenzie, C.A. 


There have been several articles 
written on this topic, most of which 
are of a textbook rather than hand- 
book nature. In other words, they 
have a basically theoretical rather 
than practical approach, and as a re- 
sult the points covered are not neces- 
sarily useful to any individual who 
wishes to obtain some immediate 
benefit. This article has been written 
with the hope that the points brought 
out will be useful to the reader who 
wishes some form of guidance, and 
particularly for the student who is 
just beginning to assume responsi- 
bility for the field work on a medium 
to large audit where he in turn is re- 
porting to a supervisor or partner. 


It is a fairly apparent truism that 
the exact degree and type of prepara- 
tion necessary to perform an audit 
varies with the individual concerned 
(his overall experience, his experience 
with the particular client, his own 
particular approach to auditing, etc. ) 
and with the client and firm of aud- 
itors concerned. No two clients and 
no two audit firms have the same 
structure and problems, and this of 
course must be borne in mind. How- 
ever, there are some points which are 
common to most situations, and some 
of these are discussed here. 


The first essential, and one which is 
not too often seriously attempted, is 
that the person going to do the audit 
should first find out precisely what he 
is going to audit. He should have a 
clear-cut understanding of the client 


company (the nature of its business, 
its organization, its relative signi- 
ficance in the industry if this is of any 
relevance, etc.). As far as working re- 
lations are concerned, it is important 
to the student to determine the 
proper names and positions of the 
personnel with whom he will be 
working and their natures as individ- 
uals. It can save considerable grief 
if the student learns, before he begins 
the audit, who is difficult to get along 
with and who among the staff in the 
client’s office is amenable to sugges- 
tions [where the student is authorized 
by his principal to offer suggestions. 
— ed.] 

Having established the background 
to the audit, the student should now 
review the previous year’s files and 
statements in as much detail as is 
necessary. If the same student has 
performed the audit previously, then 
this is not always a problem. How- 
ever, in the case of approaching the 
audit for the first time, this review is 
essential in order to note the prob- 
lems that arose, the solutions that 
were adopted, and any situations 
where advance work might help in 
the current audit. 

As a follow-through to the last 
point, it is essential to review the 
correspondence file and to discuss the 
audit with the person in the firm who 
is responsible for relations with the 
client. A discussion and review of this 
nature helps to establish what this 
year’s problems might be, and could 
save the student on the job consider- 
able trouble and worry in that many 
of the problems he is going to face 
might already have been solved on a 
senior level. 

Equipped with the necessary 
knowledge of the situation, the stu- 
dent should, through his superior and 
through discussions with the client, 





ess, 
zni- 
any 


ant 
the 
the 


rid- 
rief 
ins 
yng 
the 
reS.- 
zed 
ms. 


ind 
ow 
ind 


has 
len 
Ww 
the 
ris 
»b- 
hat 
ns 


ast 
he 
he 
ho 
he 
his 
his 
Id 


or- 


STUDENTS DEPARTMENT 


establish a clear-cut understanding on 
the following points: 


(a) What work is to be done? 


(b) How much time should it take 
to perform this work? 


(c) What assistance can be expect- 
ed from the client and when will this 
assistance be available? 

(d) What deadline, if any, has 
been imposed on the work? 

(e) Exactly what will be the na- 
ture of the working conditions? 

The student should now have all 
the information he needs to work out 
a plan of approach and a time bud- 
get, and should therefore be able to 
control the work with a fair degree of 
certainty. This is particularly essen- 
tial where the student has one or 
more juniors working with him. With- 
out initial organization, any medium 
or large audit will very quickly fall 
apart unless the senior on the job is 
a man of many talents. 

As a final step, the student should 
make sure that he has all the neces- 
sary equipment to perform the audit. 
This is particularly important, of 
course, in the case of out-of-town 
visits, but even on in-town work the 
client is very definitely not favourably 
impressed when he sees various 
bodies flying back and forth from the 
job to the auditor’s office to pick up 
more stationery, forms, files, etc., like 
the proverbial plumber’s helper. The 
client expects and should get an in- 
telligent approach to his work. From 
the viewpoint of business relations it 
is only good sense to show organiza- 
tion and confidence in performing the 
work, 

A further point, which is not really 
concerned with preliminary prepara- 
tion for an audit except to the extent 
that such preparation actually in- 


er 


volves working with pencil and paper, 
is that where possible the auditor 
should not work on an engagement in 
the auditor’s own office (most clients 
believe that what they are paying for 
is the work actually performed in 
their own offices, and they are some- 
times critical of fee charges which 
appear disproportionate to the time 
spent in their offices). This cannot 
always be done, of course, and in 
some cases the client would not wish 
it; but where it is possible, it is a good 
rule to observe. 


ACCOUNTING PROBLEM 


Companies in a certain line of busi- 
ness are paid a lump-sum grant by 
the federal government upon com- 
pleting the construction of a partic- 
ular type of fixed asset. The object 
of the grant is to encourage invest- 
ment in certain types of capital equip- 
ment. How should such a grant be 
treated in the accounts of a company 
receiving it — as a reduction of the 
cost of the asset in respect of which 


it is received, or as a form of surplus? 
—J.ES. 


TREATMENT OF MAY ACCOUNTING 
PROBLEM 

The problem was: “A company carries 
its investment in a wholly-owned subsidiary 
at cost ($1,000,000). The subsidiary, hav- 
ing a surplus of $6,000,000, issues a stock 
dividend of $1,000,000. How should this 
be treated on consolidation?” 

There are two possible ways of 
dealing with this situation: 

(i) add the stock dividend back to 
the subsidiary’s surplus and use 
the figure of $6,000,000 in the 
consolidation; 

(ii) show the stock dividend as a 
special reserve account in the 
shareholders’ equity section of 
the consolidated balance sheet, 














and use the figure of $5,000,000 
for surplus consolidation. 

More facts would be required to 
decide which method is correct. 


It is possible that the stock divi- 
dend was out of pre-acquisition 
profits, in which case it will cancel 
out against the purchase price. It is 
generally accepted practice (C.I.C.A. 
Bulletin No. 14) to consolidate as 
earned surplus only that earned since 
acquisition. 

If the stock dividend was in re- 
deemable preferred shares which had 
been redeemed before the balance 
sheet date, the amount would be cred- 
ited to earned surplus by the parent. 
Also, it would be necessary, if sec. 61 
of the Companies Act (Canada) ap- 
plied, for the subsidiary to segregate 
this amount as a capital surplus. As- 
suming that the dividend was in com- 
mon shares, the reason for such a di- 
vidend is of considerable relevance. 


C.1.C.A. Bulletin No. 9 recommends 
that reserves should be provided (a) 
pursuant to statutory requirement, or 
(b) at the discretion of management. 
Dealing with (a), it is thought that 
there are no relevant statutory re- 
quirements. Part (b) must then be 
considered, and it is seen at once that 
the problem has ceased to be an ac- 
counting problem and become one of 
management, and in these circum- 
stances the logical answer is that it 
is up to the management to decide 
the correct treatment. 


Let us assume, however, that it is 
necessary to advise management as to 
the correct treatment. It appears that 
as the subsidiary is wholly-owned, the 
parent can, if it wishes, take the total 
amount of the subsidiary’s surplus 
into its own surplus at any time. This 
applies equally to surplus which has 
been capitalized unless there are 
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statutory requirements which prevent 
it. As the consolidated balance sheet 
is prepared to show the group posi- 
tion insofar as it relates to the stock- 
holders of the parent company, it is 
logical to regard the whole of the 
subsidiary’s surplus as distributable 
to these stockholders. Therefore, man- 
agement should be advised to treat 
the $6,000,000 as surplus for the pur- 
pose of the consolidation and to ig- 
nore the capitalization of the $1,000,- 
000. This latter recommendation 
would be made only where there are 
no circumstances which would pre- 
clude its application; such circum- 
stances might be that management 
definitely regards the $1,000,000 as 
unavailable for distribution, but this 
would be known if we had sufficient 
information to draw up a consolidated 
balance sheet. 


SOME CASH MANIPULATIONS 

A company recently discovered 
that an employee had been taking 
company funds for a period of over 
two years without detection. 

The company ran an operation in 
which sales were made both for cash 
and on credit. All transactions were 
recorded on a National Cash Register 
bookkeeping machine which recorded 
cash sales, credit sales, and cash re- 
ceived on account of receivables, with 
direct postings to the customers’ ac- 
counts in the last two cases. Because 
of the small size of the operation, in- 
ternal accounting control was not 
good. 

In some cases the employee in- 
volved entered the cash sales proper- 
ly in the cash receipts book, but un- 
derstated the amount entered in the 
total or bank deposit column. By 
understating the total of the cash sales 
column at the end of the month, the 
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cash receipts book was made to 
cross-foot. 

Another method of concealment 
was to enter receipts properly in both 
analysis and total columns but under- 
foot the total column to the amount 
actually deposited in the bank for the 
month. The cash sales would be sim- 
ilarly under-footed. Reconciling the 
bank deposits in total would not dis- 
close this kind of manipulation. 

Another method was to understate 
in the cash book amounts received on 
account of credit sales. To get the 
proper credit to the accounts receiv- 
able control account, that column was 
over-footed with a corresponding 
under-footing of cash sales. 

Still another method of manipula- 
tion was to reduce the amounts shown 
on the N.C.R. tapes as having been 
credited to accounts receivable, and 
enter the reduced amounts in the 
cash receipts book. This was done 
quite openly by deducting at the 
bottom of the tape, say, $495 repre- 
senting an alleged payment of $5 
which, it was claimed, was incorrectly 
entered as $500. The actual payment 
was $500 and was so listed on the 
tape. Obviously, this would result in 
the detailed accounts receivable total- 
ling less than the control, and this 
was taken care of by charges to ac- 
counts of non-existent customers. This 
might have been disclosed if any of 
the “phony” accounts had been select- 
ed for confirmation by the auditor. 
However, the accountant assigned to 
confirm accounts receivable made his 
selection of those to be confirmed 
from the cards before he had in his 
possession a trial balance of accounts 
receivable which tied in with the 
control account. In these circum- 
stances, all the bookkeeper had to do 
was withhold the “phony” cards from 
the auditor. The moral is clear: al- 
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ways insist on having a trial balance 
of accounts receivable which has been 
tied in with the control account be- 
fore selecting accounts to be confirm- 
ed. If this is not possible for any rea- 
son, the trial balance, when it is re- 
ceived, should be carefully scrutin- 
ized for any balances which, under 
the auditor’s method of selection, 
should have been confirmed but 


were not. 


Other peculations were concealed 
by altering the tapes from the book- 
keeping machine with respect to cash 
sales. The point is emphasized that 
if such alterations are found on orig- 
inal data they should be followed 
through to see that the explanations 
given are factual. 


In this particular situation, con- 
siderable confidence was placed in 
the fact that the manager was in a 
position to supervise closely all of the 
other employees’ work and claimed 
he was doing so. The auditor’s inves- 
tigation indicated that the embezzle- 
ment could not have continued for 
very long if there had been any really 
meaningful supervision. 

This points up the fact that par- 
ticular care must be exercised where 
cash sales are large. While it is not 
the auditor’s function specifically to 
detect defalcations, he should be alert 
to situations where the possibility of 
fraud exists. In such cases he should 
watch particularly for weakness in the 
control of cash, and report to his 
client promptly on any weaknesses 
found. 


Pending correction of the internal 
accounting control situation, the scope 
of the auditor’s audit tests should be 
extended. In this particular story the 
employee was taking relatively large 
sums at infrequent intervals and, 
where this is possible, it is one of the 
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few situations where increasing the 
volume of the tests would improve 
the chances of discovery. 


NOTES AND COMMENTS 


To those of our readers who are 
steadfastly declining invitations to 
tennis, swimming, and such, in favour 
of studying for the September exam- 
inations, we offer our encouragement, 
but we hope they are maintaining a 
sane balance between work and play. 
To whose who are yielding to any al- 
ternative to studying, we will later 
extend lip-service sympathy. 

But we offer to all this advice. 
Those few extra marks required to 
reach a pass mark or to take a first 
prize are, oddly as it may seem, the 
easiest to obtain. How attentive to 
the wording in the “Required” part of 
the question are you? Do you make 
snap judgments as to what is really 
required? 

For example, test yourself on this: 
“Required: Discuss the straight-line 
and the reducing-balance methods of 
providing for depreciation.” Did you 
decide to recite how each method’s 
calculation is made, and perhaps to 
give illustrative journal entries? If 
you did, you missed the easy marks 
(provided, of course, you had the 
knowledge to give what was really 
required). The key word was “dis- 
cuss”. 


And here is what is said about 
“discuss” in the section “Common 








Weaknesses in Candidates’ Answers” 
of the booklet “C.A. Examinations in 
Canada”: 

“The word ‘discuss’ is defined as 

‘to debate, to reason upon, to ex- 

amine by arguments’. Apparently, 

many students do not understand 
its true meaning. Their answers are 
primarily confined to the reiteration 
of the basic principles involved in 
the subject of the question rather 
than an analysis of the reasoning 
behind such principles.” 
This booklet contains helpful guid- 
ance to the examination candidate. 
Get it, read it, and remember these 
tips! 
2 2 2 @ 

In our March issue, the “What’s in 
a Name?” contest was announced in 
an effort to determine a name for this 
department “that would be fully de- 
scriptive of the department’s widest 
purposes”. 

Having received but five letters 
(one of which decried our radical 
move), we may infer that the major- 
ity of our readers is content with the 
present name, or that it is agreed 
“what is in a name?” We also feel 
that the suggestions sent in do not 
satisfy the above description objec- 
tive, but nonetheless wish to thank 
those readers who took time out to 
write. 

It has, therefore, been decided that 
we will continue under the name 
“Students Department”. 
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Current Reading 


BY PETER C. BRIANT, PH.D., C.A. 





ACCOUNTING 


“SALES-ORIENTED OVERHEAD COSTING” 
by David H. Li. The Controller, May 
1960, p. 214 et seq. 


This paper details a new costing 
concept, “sales-oriented overhead 
costing”. Under this concept, plant 
facilities are viewed as having been 
acquired not because of their produc- 
tive capacity per se, but because of 
their capability to service a certain 
level of sales needs. Fixed overhead 
costs are therefore allocated on the 
basis of expected average sales rather 
than on the basis of productive capa- 
city or utilization. 

On theoretical grounds, Li defends 
his proposal in terms of a “cost trans- 
ferability” criterion which he ad- 
vances to replace the “costs-attach” 
concept expounded by Paton and 
Littleton. Under Li’s concept, costs 
are assumed to be incurred with a 
view toward their recoupment when 
sales are made. Thus, the significance 
of costs depends less upon their in- 
currence than upon their transfera- 
bility to customers. 


From the managerial standpoint, 
the sales-oriented costing concept, ac- 
cording to the author of this article, is 
consistent with the managerial ap- 
proach to capital budgeting, which 
emphasizes sales needs rather than 
productive capacity. In addition, he 
writes, it permits a proper under- 
standing of cost-profit-volume rela- 


tionships by suggesting (1) that costs 
are incurred to service a planned level 
of sales, (2) that a certain sales level 
must be reached in order to recoup 
fully the costs incurred, and (3) that 
profit potential is not fully realized 
until such sales level is reached and 
surpassed. Finally, under sales-orient- 
ed overhead costing, net income is 
unaffected by inventory costing policy 
since units of output are inventoried 
at their direct costs. 

Absorption costing, Li concludes, is 
a logical method of costing in a pro- 
duction-oriented economy. But in an 
economy in which marketing is the 
focus of managerial attention and ex- 
cess capacity a desired managerial 
policy, which, he thinks, character- 
izes the American economy today, a 
sales-oriented concept of overhead 


costing is called for. 


“AN INTEGRATED APPROACH TO CoN- 
TROL OF Propuction Costs” by Wil- 
liam L. Ferrara. N.A.A. Bulletin, Sect. 
1, May 1960, pages 63-71. 

The traditional approach to cost 
control is limited, in the view of the 
author of this article, in that it is “af- 
ter-the-fact” cost control; waste is as- 
sumed to occur before cost control 
can perform its function of eliminat- 
ing waste. In place of the traditional 


approach, Ferrara suggests an “inte- 
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grated” approach which, he claims, 
pulls together the contributions of 
every facet of the business organiza- 
tion as it relates to cost control. 
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To illustrate his plan, he assumes 
that there are six “lines of defence” 
in the organization structure, ranging 
from the workers to the board of di- 
rectors. The function of each line of 
defence is to detect out-of-line per- 
formance and to ask those in prior 
lines (with lines closest to actual pro- 
duction considered first) “what went 
wrong” and “what has already been 
done to correct out-of-line perform- 
ance”. 

For each line of defence the type 
of information required is different. 
At the workers’ level, visual observa- 
tion is paramount. It is also import- 
ant at the foreman level, but can be 
complemented by reports in physical 
terms. The plant superintendent, not 
in a position to make extensive physi- 
cal observations, must rely on reports 
comparing planned and realized per- 
formance in physical and dollar 
terms; so, also, must the manufactur- 
ing vice-president. To the president, 
however, physical data concerning 
plant operations is less important than 
pecuniary data in the form of stand- 
ard costs and variations from stand- 
ard. The board of directors, consti- 
tuting the sixth line of defence against 
waste, utilizes the income statement 
and cost-variation summaries. In ad- 
dition to these levels of control with- 
in the corporate hierarchy, the au- 
thor incorporates in his integrated ap- 
proach “preventive cost control’ 
through effective personnel adminis- 
tration, engineering and production 
control, and the ultimate control exer- 
cised by the stockholders. 

Under the traditional approach, 
cost control begins with a variance 
report, which is then analyzed as to 
cause and responsibility in order that 
the cause of waste might be eliminat- 
ed in the future. Under the integrat- 
ed approach, cost control ends with 


variance accumulations, so that the 
basic flow of cost control is reversed. 
Control of manufacturing costs starts 
with preventive cost control, con- 
tinues with visual observation and 
ends with variance accumulations. 
Preventive cost control attempts to 
stop waste before it starts. Visual ob- 
servations by workers and supervisors 
stops waste before it starts or as soon 
as it is detected. Physical variance 
accumulations detect wastes which 
have evaded visual observation. Dol- 
lar variance accumulations occupy a 
residual position and show the profit 
impact of waste. 


FINANCE 


“PHANTOM Stock Pxians” by George 
W. Torrence. Management Record, 
April 1960, pages 2-5. 

Innovation and flexibility seems to 
characterize what is happening in the 
area of the executive bonus. One 
example of this trend is said to be the 
phantom stock plan. Such a plan pro- 
vides participants with some or all of 
the financial benefits of stock owner- 
ship without their actually owning 
any stock, and without such stock 
ever being in existence. 


By owning “dividend units” rather 
than actual shares, the executive takes 
no risks; he may gain substantially 
through increases in the market value 
of his company’s stock, but he cannot 
lose; and he is paid cash dividends 
as though he owned actual shares of 
stock. By paying a bonus in divi- 
dend units instead of in cash or stock, 
the corporation is able to retain more 
money in the business. And, if profit- 
ably employed, this money may earn 
enough to cover the cost of cash divi- 
dends on the phantom stock. 


Despite their obvious advantages 
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phantom stock plans, although intro- 
duced in the U.S. in the mid-forties, 
are still relatively rare. One reason is 
that one of the earliest plans was sub- 
ject to litigation, and the court en- 
joined the company from issuing any 
additional stock units under the plan 
on the grounds that the market value 
of stock is governed by many factors 
unrelated to the services of employ- 
ees. But late in 1959 the Supreme 
Court of Delaware upheld a similar 
plan, and this appears to have given 
a fresh impetus to phantom stock 
plans. 


Under the plan approved in Dela- 
ware, executives who fulfilled speci- 
fied conditions were given stock units 
and were paid the equivalent of divi- 
dends on a deferred basis. In addi- 
tion, in the ten-year period following 
termination, these executives (or their 
beneficiaries) were paid the differ- 
ence between the value of the stock 
when the units were awarded and the 
value of the stock on selected date in 
a three-year period following termi- 
nation. However, the market price on 
the selected date could not exceed the 
highest market price between the date 
of assignment and the date of termi- 
nation of employment. 


This article quotes extensively from 
the Delaware court’s finding. Also 
examined are three other plans, two 
of which tie in phantom stock with a 
regular stock plan. 


“How Discountep CasH Fiow AnN- 
ALYsis RESHAPES CAPITAL PROGRAMS” 
by R. Russell Dickson, Jr. Business 
Horizons, Spring 1960, pages 85-90. 
The adoption of discounted cash 
flow analysis in industry puts the con- 
cept of time into proper perspective, 
reports the author of this article. Its 
introduction also tends, for a time, to 
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reduce capital expenditures. Projects 
with short lives are emphasized; the 
initial outlays for individual projects 
are reduced; and the total value of 
expenditures for plant and equipment 
also falls. The re-examination of tra- 
ditional rules of thumb and changes 
in staff procedures and project review 
also serve initially to reduce capital 
expenditures. Once confidence in the 
new techniques is gained, manage- 
ment begins to recognize profitable 
new types of expenditures that had 
not previously been considered, and 
capital outlays return to their former 
level. At the same time, management 
discovers that “buy” alternatives are 
frequently more attractive than 
“make” alternatives, and that leasing 
is often better than either. Once the 
transition period is over, relates the 
author, changes occur in the character 
rather than the amount of investment. 


“PROBLEM IN DECENTRALIZED PROFIT 
Responsipiity” by John Dearden. 
Harvard Business Review, May-June 
1960, pages 79-86. 

This article outlines a decentralized 
financial control system which is de- 
signed to establish a community of 
interests between the company and 
the division. Many of the financial 
control systems currently in operation 
fail to create this community of inter- 
ests, asserts the author, because the 
divisional manager is not motivated 
to take action that is consistent with 
company profit objectives. The sys- 
tems do not maximize divisional pro- 
fit performance when correct action 
is taken and do not measure divisional 
effectiveness on the basis of this profit 
performance. 

Disparities between company and 
divisional interests vary, Mr. Dearden 
continues, with the particular method 
used for assigning values to divisional 









78 THE CANADIAN CHARTERED ACCOUNTANT, JULY, 1960 


facilities. He claims that no method 
using the book value of facilities is 
completely satisfactory, and that some 
methods actually encourage incorrect 
decisions. 

Proposed in this article is a method 
for assigning values to divisional fa- 
cilities that uses replacement values 
and is not tied into the books of ac- 
count. According to Dearden, this 


method helps to improve performance 
and appraisal, is economical, and 
sometimes actually simplifies the task 
of record-keeping. 


BOOKS RECEIVED 
“Classified C.P.A. Theory Questions” by 
Irving Jankowitz; published by S. J. Regi- 
nald Saunders & Co. Ltd., Toronto; 134 
pages; $1.75 

This book contains 320 questions which 
have appeared on the theory of accounts 
section of the 30 examinations of the Am- 
erican Institute of Certified Public Ac- 
countants from May 1943 to November 
1958. The questions have ben grouped 
by accounting classifications in order to 
integrate them with the topics of account- 
ing curricula. 


BOOK REVIEWS 

Estate Taxes, by R. R. Loffmark, 
M.B.A., C.A.; published by The Cars- 
well Co. Ltd., Toronto; 386 pages; 
$25.00 

Mr. Loffmark is to be congratulated 
for embarking on this section-by-sec- 
tion analysis of the provisions of the 
Estate Tax Act so shortly after its en- 
actment. Problems of interpretation 
arise under any new piece of legisla- 
tion, especially one such as this which 
embodies a new scheme of taxation at 
least as far as Canada is concerned. 


One feature of the Act which has 
occasioned a great deal of concern 
among estate planners is the apparent 
uncertainty as to how the courts will 


interpret the words “property pass- 
ing” in the charging section of the 
Act. The Department has apparently 
taken the position that the words are 
intended to bring property into 
charge only where there has been a 
change in beneficial interest and has 
indicated that it does not propose to 
levy tax on the death of a life tenant 
unless, for example, where the life 
tenant provided the property or en- 
joyed a general power of appoint- 
ment over the property. 


As Mr. Loffmark points out, how- 
ever, the Department’s attitude may 
change, and the problem is not to be 
ignored if, as is his opinion, there is 
any doubt that the courts will not up- 
hold the beneficial interest theory. He 
believes that if the question were re- 
ferred to the courts, there is a good 
chance that in the absence of a speci- 
fic statutory definition the English 
rule might be followed since the 
scheme of taxation under the respec- 
tive Acts is similar. Property might 
therefore be held to pass when the 
beneficial possession or enjoyment of 
it changes hands, e.g. on the death 
of a life tenant. In view of this the 
author reviews the English authori- 
ties at some length to indicate the 
possible tax consequences if the De- 
partment should reverse its position 
and the beneficial interest theory is 
not upheld by the courts. 


Mr. Loffmark succeeds at various 
other points in his book in raising 
some disquieting issues. Some of 
these are perhaps academic. For 
example, although a deduction is nor- 
mally allowed in computing aggre- 
gate net value in respect of taxes ow- 
ing by the deceased and claims upon 
the deceased for damages, the author 
points out that these obligations are 
not “incurred” or “created” by the 
deceased, and it is therefore arguable 
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that they are not technically deduct- 
ible under section 5(a) of the Act. 
Other points raised, however, may 
have a more practical significance. 
For example: 

(1) Could it be construed that 
there was a disposition with the reser- 
vation of a benefit where the deceased 
disposed of shares representing a mi- 
nority interest in a company which 
he controlled because of the de- 
ceased’s power by virtue of his con- 
trolling interest to modify the terms 
of the shares and direct the applica- 
tion of the company’s income? 

(2) Where the deceased held prop- 
erty, which was the subject of an in- 
ter vivos gift by him, in trust for the 
donee, would the donee be held to 
have assumed “actual and bona fide 
possession” for the purpose of section 
3(1)(d)? Mr. Loffmark is inclined 
to believe that he would not and that 
the property may be held to pass on 
the death of the donor. 

(3) Does the Act, in making the 
tax payable by the executor a general 
debt of the deceased, shift the burden 
of tax from the immediate beneficiar- 
ies to the general residue? The au- 
thor questions such an interpretation 
and argues that the final incidence of 
tax is governed by the property law 
of the succession which, in the ab- 
sence of any direction by the deceas- 
ed, will normally require all succes- 
sors to bear the tax proportionately. 

Despite Mr. Loffmark’s academic 
background, the book contains many 
points which are of practical signifi- 
cance, e.g. the possible interpretation 
by the Department of the term “tax 
otherwise payable” for the purposes 
of computing tax credits. The book 
is, however, primarily intended for 
members of the legal profession, and 
an accountant might have difficulty 
in appreciating the logical sequence 
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of some of the arguments advanced 

by the author in certain sections of 
the book. 

C. B. Mrrcuett, C.A. 

Toronto, Ontario. 


Advanced Accounting, by A. W. John- 
son; Rinehart & Co. Inc., New York; 
553 pages; $8.00 

Although it lacks the plot usually 
found in mystery stories, students who 
use this volume should find that ad- 
vanced accounting no longer remains 
a mystery to them. By drawing on 
his experience in the field of public 
accounting, teaching and writing, 
Professor Johnson has prepared a text 
which should gain recognition as one 
of the leading works of its kind. 

As well as covering the usual topics 
found in advanced accounting texts 
(about two-fifths of the book is de- 
voted to the problems of consolida- 
tions), there is the welcome addition 
of a full chapter on pro-forma state- 
ments. As with any American text 
book, frequent references in some 
chapters to legislation mean that the 
Canadian user will have to be cogniz- 
ant of the differences between the 
laws of the two countries as they af- 
fect matters relating to accounting. 

The presentation of the material 
emphasizes the effect of varying ac- 
counting valuations upon the financial 
statements, as well as stressing income 
determination and __ interpretation. 
The narrative treatment of each sub- 
ject is augmented by illustrative prob- 
lems which range through varying de- 
grees of difficulty in order to assist 
the reader to grasp all aspects of the 
problems at hand. In addition, nu- 
merous practice problems are also 
provided. 

Since the book admittedly deals 
with specialized and complex prob- 
lems, it is perhaps a tribute to the 
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author’s lucid presentation to suggest 
that readers must beware of his de- 
ceptive simplicity. It is doubtful if 
students and qualified accountants 
who purchase this volume will find 
that it joins the dust collectors on 
their shelves. 

L. J. Reesor, C.A. 

Toronto, Ontario. 


Sales Finance Companies in Canada, 
A Study by Canadian Economic Re- 
search Associates, Prepared for the 
Federated Council of Sales Finance 
Companies of Canada, reer ee rene 
120 pages; $5.50 © f : 

This is a first-class piece “of ae 
cial and economic analysis which has 
not received the attention which it 
deserves. It consists of two mono- 
graphs, one on “The Costs and Pro- 
fits of Canadian Sales Finance Com- 
panies”, and the other on “The Im- 
pact of Canadian Monetary Policy on 
Sales Finance Companies”. The work 
was commissioned by the Council in 
early 1957 following the critical com- 
ments and suggestions about the op- 
erations of sales finance companies 
made by the Governor of the Bank of 
Canada in his 1956 report. The 
studies are not a public relations apol- 
ogia for the sales finance companies; 
the authors have scrupulously “called 
the shots” as they see them. 

The first monograph, on costs and 
profits, is a careful effort to examine 
the contention that the sales finance 
companies charge extortionist rates of 
interest. The purpose of the mono- 
graph is not to judge, but to set out 
the facts from which a judgment may 
be made. The essential point of the 
analysis is to recognize that the ser- 
vice charge for an instalment contract 
is in the nature of a gross markup in 
a merchandising operation, something 
like the gross markup which a grocer 





adds to the invoice cost of merchan- 
dise which he sells. To measure the 
net returns on the resources employ- 
ed by finance companies, or to meas- 
ure the net “interest” rate on the loan 
extended, it is necessary to deduct 
from the gross markup a series of 
costs associated with the acquisition 
and administration of the loan. Not 
surprisingly, the costs of acquisition 
and administration of instalment fi- 
nance contracts turn out to be rather 
large in proportion to the amount of 
the loan. 

The second monograph is mainly 


‘ concerned with monetary policy in 


relationship to consumer credit, with 
particular emphasis on the Canadian 
experience between 1954 and 1957. 
An elaborate consideration is given 
to the question whether the opera- 
tions of the instalment sales compan- 
ies resulted in the economy placing 
too many resources into the consump- 
tion of durable consumer goods dur- 
ing the inflationary period. 

Perhaps the most interesting and 
certainly one of the most competent 
pieces of the work concerns the rela- 
tionships of the sales finance compan- 
ies to other elements of the capital 
market and to the central bank. It is 
shown that, in the past, the sales fi- 
nance companies have adjusted some- 
what imperfectly to those policies of 
monetary regulation which have been 
specifically directed at them, but that 
this experience may have been due 
in part to a special set of circumstan- 
ces in the development of the short- 
term commercial bill market in Can- 
ada. More important, general changes 
in monetary policy do influence the 
behaviour of the sales finance com- 
panies, and a more vigorous use of 
general instruments of monetary 
policy will produce more vigorous re- 
sponses of a stabilizing kind on the 
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part of the companies. The authors 
maintain that there are institutional 
limitations which rule out runaway 
expansions of consumer credit in the 
face of vigorous restrictionist mone- 
tary policy. 

For anybody who wants to substi- 
tute logic and fact for myth in the 
field of consumer credit in Canada, 
the book is well worth study. 


D. W. SLATER, 
Queen's University, 
Kingston, Ontario. 


Publishers’ Addresses 
Business Horizons, School of Business, Bur- 
eau of Business Research, Indiana Uni- 
versity, Bloomington, Ind. 
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Harvard Business Review, Soldiers Field, 
Boston 63, Mass. 

Management Record, The National Indus- 
trial Conference Board, 460 Park Ave., 
New York 22, N.Y. 

N.A.A. Bulletin, National Association ot 
Accountants, 505 Park Ave., New York 
22, N.Y. 

The Controller, Controllers Institute of 
America, Inc., 2 Park Ave., New York 16, 
N.Y. 

S. J. Reginald Saunders & Co. Ltd., 266 
King St. W., Toronto 2B, Ont. 

The Carswell Co. Ltd., 145 Adelaide St. 
W., Toronto 1, Ont. 

Rinehart & Co. Inc., 232 Madison Ave., 
New York 16, N.Y. 

Federated Council of Sales Finance Com- 
panies of Canada, 910 Confederation Life 
Bldg., Toronto 5, Ont. 


The Canadian Institute Of Chartered Accountants 
NOTICE OF ANNUAL MEETING 
Banff, Alberta, Monday, September 12, 1960 


The fifty-eighth annual meeting of the Canadian Institute of Chartered Accountants will 
be held in Banff, Alberta, at the Banff Springs Hotel on Monday, September 12, 1960 
at 11.00 a.m. for the reception of reports of the president, treasurer and Council, the 
election of auditors, and other business. 


R. D. THomas 
Executive Secretary 
Toronto, Ontario, June 15, 1960 


J. G. Duncan 
President 


L’Institut Canadien Des Comptables Agréés 
CONVOCATION DE L’ASSEMBLEE ANNUELLE 


Banff, Alberta, lundi, le 12 septembre 1960 


L’'Institut Canadien des Comptables Agréés tiendra sa cinquante-huitiéme assemblée 
annuelle 4 Banff, Alberta, a l’hétel Banff Springs, lundi, le 12 septembre 1960, 4 11 
heures de l’avant-midi, pour prendre connaissance du rapport du président, du trésorier 
et du Conseil, pour élire les vérificateurs et traiter des autres affaires qui seront 
soumises 4 l’assemblée. 


R. D. Tuomas 


Secrétaire administratif 
Toronto, Ontario, le 15 juin 1960 


J. G. Duncan 
Président 





NEWS OF 


British Columbia 

F. A. Griffiths, C.A. has been appointed 
to the Vancouver Advisory Board of The 
Toronto General Trusts Corp. 


J. F. C. Barr, C.A. announces the opening 
of an office for the practice of his profession 
at Rm. 5, 426 Columbia St., New West- 
minster. 


Reynolds, Anderson, McPherson & Co., 
Chartered Accountants, 402 W. Pender St., 
Vancouver, announce the admission to part- 
nership of R. M. Wanless, C.A. 


Church, Pickard, Lane & Newman, Char- 
tered Accountants, Nanaimo and Port Al- 
berni, announce the admission to partnership 
of J. R. Hill, C.A. Mr. Hill will attend at 
the Port Alberni office. 


Dickerson & Phillips, Chartered Account- 
ants, announce the removal of their offices 
to 5550 Fraser St., Vancouver 15. 


McDonald, Currie & Co., Chartered 
Accountants, Vancouver, announce the ad- 
mission to partnership of W. C. Calvin, C.A. 
and M. A. Linsley, C.A. 


Ontario 

C. S. Doidge, C.A. was named comp- 
troller of Famous Players Canadian Corp. 
Ltd., Toronto. 

Ross, Touche & Co. and Touche, Ross, 
Bailey & Smart, Chartered Accountants, an- 
nounce the opening of an office at 212 
James St. S., Hamilton, with K. H. Edwards, 
C.A. as resident partner. 

Vise, Rumack, Seigel & Co., Chartered 
Accountants, announce the removal of their 
offices to 491 Lawrence Ave. W., Toronto 
12. 

H. A. Watson, C.A., of Lindsay, has been 
elected a director of the Ontario Chamber 
of Commerce. 

W. E. Davies, C.A. and M. E. Grant, 
C.A. announce the formation of a partner- 
ship for the practice of their profession 
under the firm name of Davies, Grant & 
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MEMBERS 


Co., Chartered Accountants, with offices at 
Ste. 410, 200 Queens Ave., London. 

McDonald, Currie & Co., Chartered 
Accountants, Toronto, announce the admis- 
sion to partnership of A. C. Ryley, C.A. 

George Moller, C.A. has been elected 
president of the Hamilton Control, Control- 
lers Institute of America. 


Quebec 

G. D. Dallaire, C.A. announces the ad- 
mission to partnership of J. R. Rodrigue, 
C.A. Henceforth the practice of their pro- 
fession will be conducted under the firm 
name of Dallaire, Rodrigue & Cie., Char- 
tered Accountants, with offices at 100 
Leclere Blvd., Granby. 

D. L. Layton, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 1410 Stanley St., (Rm. 1115 
Castle Bldg.), Montreal. 

R. E. Membery, C.A. has been appoint- 
ed controller of the Anglo-Newfoundland 
Development Co. Ltd., Grand Falls, Nfld. 


Paul Simard, c.a. s’est ouvert un bureau 
au 31 ouest de la rue Racine 4 Chicoutimi. 


Paul Emile Senecal, C.A., first assistant 
director of finance of the City of Montreal, 
has been elected a director of the Municipal 
Finance Officers Association of the United 
States and Canada. 


OBITUARIES 


We regret to announce the death of the 
following members: 


FRANK P. BLACKMORE—who died on 
March 30, 1960, in Moncton, N.B., at the 
age of 44. Mr. Blackmore was admitted to 
membership in the Institute of Chartered 
Accountants of Quebec on December 19, 
1938. In 1946, he was admitted to member- 
ship in the New Brunswick Institute. He 
was president of the New Brunswick Insti- 
tute in 1955-56. At the time of his death, 
Mr. Blackmore was a partner of the firm 
of Reevey, Blackmore, Burnham, Laws & 
Page in Moncton. 
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INSTITUTE NOTES 


JOHN R. McFARLANE — who died in 
January 1960 in Walkerville, Ontario. Mr. 
McFarlane was originally a member of the 
Institute of Accountants & Actuaries in Glas- 
gow and joined the Quebec Institute on 
March 22, 1934. He later became a mem- 
ber of the Ontario Institute also. Mr. Mc- 
Farlane was treasurer of Dominion Forge 
Limited in Walkerville. 


R. H. KENNEDY-—consulting partner of 
McDonald, Currie & Co. who died at his 
residence in Quebec City on April 26, 1960 
following a lengthy iliness. Born in Ireland, 
Mr. Kennedy came to Canada in 1911 to 
join the firm of George C. McDonald & 
Co., later known as McDonald, Currie & Co. 
He became a member of the Quebec Insti- 
tute in 1922 and in the same year was ad- 
mitted to partnership in his firm. In 1923, 
he opened the Quebec City office of Mc- 
Donald, Currie & Co. and was partner in 
charge until his retirement in 1958. 
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FRANK MORETON — who died on May 
14, 1960, in Vancouver, in his 69th year. 
Mr. Moreton commenced articles in 1914 
with the late Hall C. Chiene, F.C.A. and 
was admitted to the B.C. Institute in 1922. 
After 30 years practice with Buttar & 
Chiene, Mr. Moreton retired in 1952. He 
is survived by his son Grant, a member of 
the B.C. Institute. 


JOHN ALEXANDER DELAHEY — who 
died on May 13, 1960, in a car accident, 
at Plentimount, Montana. He was 26. 
Born in Ottawa, Mr. Delahey received his 
bachelor of commerce degree from McGill 
University in 1955 and was admitted to 
membership in the Quebec Institute in 
1958. In 1959, he received his master’s 
degree in business administration from 
Columbia University, New York. At the 
time of his death, Mr. Delahey was with 
the Canadian Industrial Development Bank 
in Regina. 


NOTES 





ONTARIO INSTITUTE 


Staff: T. Merrilees, acting registrar of the 
Institute since January 1, was appointed 
registrar at a meeting of Council held May 
26, 1960. Mr. Merrilees is a graduate in 
‘Commerce of the University of New Zea- 
land and a member of the New Zealand 
Society of Accountants. He was appointed 
to the staff of the Institute in 1953 as as- 
sistant registrar and latterly has been 
associate registrar. 


QUEBEC INSTITUTE 


The Institute of Chartered Accountants 
of Quebec announces the publication of a 
new French-English, English-French glos- 
sary, “Accounting Terms”. The book is 
based on “Accounting Terminology”, the 
dictionary of accounting words and phrases 


published by the Canadian Institute in 1957, - 


and is intended for use in conjunction with 
that work, as definitions are not included. 
The book is designed to help provide a 
basis for stabilizing and standardizing ac- 


counting terminology used by French- 
speaking Canadians and should help to fill 
a long felt need. 

While the new volume will no doubt be 
of great use to the French-speaking mem- 
bers of the profession, it will also be of 
value to the English-speaking accountants 
who, more and more, are being required 
to deal with or produce statements in the 
French language. 

“Accounting Terms” is available through 
the Quebec Institute, 630 Lagauchetiere 
St. West, Montreal, to members and non- 
members at a price of $2.00 per copy. Ar- 
rangements will be made for sale to stu- 
dents at a reduced price. 

a o e 


L’Institut des Comptables Agréés de 
Québec annonce la publication d’un nou- 
veau lexique frangais-anglais, anglais- 
frangais de “Termes Comptables”. Le livre 
sinspire d’ “Accounting Terminology”, le 
dictionnaire de termes et d’expressions 
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comptables publié par Jl’institut Canadien 
en 1957, et a été concu pour servir con- 
jointement avec celui-ci, vu qu'il ne con- 
tient pas les définitions. Un des buts du 
livre est d’apporter un élément de stabilisa- 
tion et de standardisation dans la termi- 
nologie comptable employée par les cana- 
diens-frangais, et il répond 4 un besoin 
ressenti depuis longtemps. 

Sans doute le nouveau volume sera-t-il 
d’une grande utilité aux comptables de 
langue francaise. On espére aussi qu'il 
pourra rendre service aux membres de 
langue anglaise qui, de plus en plus, ont 
a se pencher sur des états financiers pré- 
sentés en francais ou 4 en présenter eux- 
mémes dans cette langue. 


On peut, méme si on n’est pas membre, 
se procurer “Termes comptables” auprés de 
l'Institut de Québec, 630 Lagauchetiére 
ouest, Montréal, au prix de $2.00 l’exemp- 
laire. Il y aura aussi possibilité pour les 
étudiants d’acheter ce livre a4 prix réduit. 


OKANAGAN-MAINLINE C.A. CLUB 

The following members were elected for 
1960-61 at the first annual meeting of the 
Okanagan-Mainline C.A. Club held at the 
Eldorado Arms Hotel, Okanagan Mission 


Finding and Decision of the Disciplinary 


THE CANADIAN CHARTERED ACCOUNTANT, JULY, 1960 









on May 14, 1960: president, R. G. Ruther- 
ford, Kelowna; vice-president, A. G. Des- 
Brisay, Penticton; secretary, F. C. Williams, 
Kelowna; treasurer, R. A. Stubbs, Vernon: 
auditor, G. Elliott, Kamloops. 


School counsellors from the area were 
guests at a dinner following the business 
meeting. The agenda included an exhibi- 
tion of the film “The C.A. in Canada”, and 
an address by D. B. Fields, vice-president 
of the B.C. Institute, on “Student Recruit- 
ment”. 

The next meeting of the club will be held 
in Vernon on Saturday, September 17, 1960. 


C.A. WIVES CLUB 
(VANCOUVER CHAPTER) 


The following 1960-61 officers were elect- 
ed at the second annual meeting of the 
C.A. Wives Club held on May 18, 1960: 
president, Mrs. A. D. Russell; vice-presi- 
dent, Mrs. R. F. Gardiner; treasurer, Mrs. 
J. L. McPherson; recording secretary, Mrs. 
D. H. Dunn; corresponding secretary, Mrs. 
G. O. Cumpston; committee chairmen: (a) 
membership, Mrs. Lloyd Manuel; (b) en- 
tertainment, Mrs. R. G. Bell; (c) telephon- 
ing, Mrs. A. L. Taylor; (d) public rela- 
tions, Mrs. B. C. Morton. 


Committee of the Council of the Institute 


of Chartered Accountants in England and Wales appointed pursuant to by-law 103 of 
the by-laws appended to the supplemental Royal Charter of December 21, 1948, at a 
hearing held on April 6, 1960. 


A formal complaint was preferred by the 
Investigation Committee of the Council of 
the Institute to the Disciplinary Committee 
of the Council that Antony Willis Wint,, 
A.C.A. was in the County Court Judges’ 
Criminal Court for the County of York, 
Province of Ontario in the Dominion of 
Canada, convicted on all fifty-three counts 
of an indictment dated October 26, 1959, 
charging that by deceit, falsehood and other 
fraudulent means he attempted to defraud 
the Taxation Division of the Department 


POLICY ON ORDERS FOR CANADIAN 


In view of the growing heavy demand for Institute publications, all orders 
for less than $5.00 should be accompanied by remittance (cheque, cash or 
money order). This has been found necessary in order to reduce the amount 
of work and cost involved in the handling of small orders. 


of National Revenue of the several am- 
ounts specified in the said fifty-three counts 
of the indictment, so as to render himself 
liable to exclusion or suspension from mem- 
bership of the Institute. The committee 
found that the formal complaint against 
Antony Willis Wint, A.C.A. had been prov- 
ed and the committee ordered that Antony 
Willis Wint, A.C.A. of 4, Moray Place, Scar- 
borough, Ontario, Canada, be excluded 
from membership of the Institute. 
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CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to 
The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 


Closing date is 11th of preceding month 





PRACTICE WANTED in Hamilton area. 
Direct purchase desired but will consider 
succession arrangement. Box 238. 


FIRM of chartered accountants desires to 
purchase practice in the Montreal area. 
Partnership can be arranged. Box 236. 


PRACTICE WANTED: C.A., B.Com., 
wishes to purchase a practice in the 
Vancouver area. Partnership or succession 
arrangement considered. Box 244. 


JAMAICA: Peat, Marwick, Mitchell & Co. 
seek C.A.’s with up to five years experience 
after qualification. Three year renewable 
contracts of employment, annual increases, 
two weeks vacation, kit allowance, paid 
return passages, car, pension fund, favour- 
able tax situation, three months paid leave 
at end of contract. Pleasant climate, year- 
round golf, swimming, etc. Interviews in 
Canada. Please send complete confidential 
summary of qualifications and experience in 
long hand to P.O. Box 76, Kingston, 
Jamaica, West Indies. 


ST. MARY’S UNIVERSITY, Halifax, in- 
vites chartered accountants who hold a 
university degree to apply for a full-time 
position on its commerce faculty. Qualifica- 
tions and experience will determine salary 
and status. Direct correspondence to the 
Dean of Studies. 


WANTED: Intermediate or senior student 
for firm in Northeastern British Columbia. 
Good salary, experience and opportunities 
for advancement. Box 235. 


STUDENTS REQUIRED for a varied prac- 
tice in an attractive Northern Ontario town. 
An opening is also available for a student 
who wishes to enrol in the course. Reply 
to Box 239, 





STUDENT REQUIRED: Student with in- 
termediate examination required to operate 
a new branch office in Western Ontario, 
town of 6,000 population. Necessary super- 
vision and assistance will be provided by 
present staff of three chartered accountants 
and students. If mutually satisfactory, part- 
nership will be available within one year of 
graduation. Reply to Box 233. 


INTERMEDIATE STUDENTS wanted for 
Toronto and other offices in Ontario. G. H. 
Ward, 6 Hayden St., Toronto 5. WA 
1-1115. 


INTERMEDIATE STUDENT required to 
commence duties in July. Apply Alfred L. 
Favretto, C.A., 58 Lisgar St., Sudbury, Ont. 


CHARTERED ACCOUNTANT presently 
employed in Ontario desires to re-locate in 
the Vancouver area in commerce or indus- 
try. Age 27. 1958 graduate. Box 234. 


PER DIEM work desired by Montreal 
chartered accountant. Box 237. 


CHARTERED ACCOUNTANT, 30, excel- 
lent qualifications, whose chief interest is in 
serving clients direct, seeks permanent posi- 
tion with medium sized Toronto firm of 
chartered accountants, where conscientious 
effort is a prerequisite to future participa- 
tion. Box 243. 


CHARTERED ACCOUNTANT — age 39, 
would like to re-enter practice where experi- 
ence gained in 8 years of public accounting 
and 10 years as comptroller in industry 
could contribute to a firm offering future 
partnership prospects. Box 242. 


CHARTERED ACCOUNTANT, B.Com. 
degree, desires to relocate in the Montreal 
Area. French-Canadian, age 25. Taxation 
and auditing experience. Available at short 
time notice. Box 240. 


CHARTERED ACCOUNTANT, B.Com., 
35, nine years in public practice desires to 


locate on Vancouver Island, preferably 


Victoria, Desires practice by purchase or 
succession but would consider salaried posi- 
tion in public or commercial field. Box 241. 











BARRISTERS AND SOLICITORS 



















MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 
6th Floor, Hollinsworth Building - - - Calgary, Alta. 
PITBLADO, HOSKIN & COMPANY 
Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building - - - - - + - - Halifax, NS. 


ROSS & ROBINSON | 


Barristers and Solicitors | 





Canadian Bank of Commeree Chambers - Hamilton, Ont. 





GOWLING, MacTAVISH, OSBORNE & HENDERSON 







Barristers and Solicitors 









88 Metcalfe Street - - - - - - = Ottawa 4, Ont. 






BORDEN, ELLIOT, KELLEY & PALMER 


Barristers and Solicitors 







The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 
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McLAUGHLIN, MACAULAY, MAY & SOWARD 
Barristers and Solicitors 
802 Bay Street - - - + - + - Toronto 1, Ont. 


STAPELLS, SEWELL, STAPELLS, PATTERSON & RODGERS 


Barristers and Solicitors 


112 Yonge Street - - - - - - - + Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - - - + - = Toronto 1, Ont. 


HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 


Royal Bank Building - - - - - - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - - - - = = Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - - Montreal 1, Que. 


MacPHERSON, LESLIE & TYERMAN 


Barristers and Solicitors 


2236 Albert Street - - - +--+ - = Regina, Sask. 
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LIFE INSURANCE 


NORMAN COWAN, C.L.U. 
Insurance Counsellor & Pension Consultant 
Working harmoniously with C.A., Legal Advisor and Client as one of a four-man team 
EM. 8-8365 
THE IMPERIAL LIFE ASSURANCE CO. OF CANADA 11 Adelaide St. W., Toronto 


APPRAISERS 


W. H. BOSLEY & CO. 
Professional Real Estate Appraisers and Property Managers 


SOMERSET HOUSE, 27 WELLESLEY STREET EAST, TORONTO, ONT. 


W. H. Bostey, O.B.E., F.R.I., Hon. Mem. R.I.C.S., M.A.I. 
Murray Bostey, B. Comm., F.R.I. Raymonp Bostey, C.P.M., F.R.I. 


CHAFFE, MacKENZIE & RAY, LIMITED 
Real Estate Appraisers 


372 BAY STREET, TORONTO EM. 8-2316 


. CHAFFE A. D. MacKenzrm, P.Enc., M.A.I. L. W. Ray, P.ENc. 
K. Jonnston, A.R.I.C.S. 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 
Real Estate 


847 BAY ST., TORONTO, ONT. EM. 3-2023 
J. I. Stewart, M.Comm., M.A.L, A.A.C.I. G. I. M. Youne, B.Sc., A.R.I.C.S., M.A.L 


POLICY ON ORDERS FOR C.I.C.A. PUBLICATIONS 


In view of the growing heavy demand for Institute publications, all 
orders for less than $5.00 should be accompanied by remittance (cheque, cash 
or money order). This has been found necessary in order to reduce the amount 


of work and cost involved in the handling of small orders. 
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You be the judge 


When it comes to service, Imperial 
Bank of Canada offers banking ser- 
vice of the highest order, and this 
service can be of distinct help to you 
and your clients. 

There are more than 300 Imperial 
Bank branches from coast to coast 
in Canada with international bank- 
ing connections throughout the 
world through correspondent banks. 
Your nearby Imperial Bank Man- 
ager will be pleased to offer you 
every assistance. 


IMPERIAL 


Me BRIN 222 cece Guile 


Government of Canada Bonds 
and Treasury Bills 
Provincial and Municipal Bonds 
Public Utility 
and 
Industrial Financing 


Orders accepted for execution on all stock exchanges 


Domunon Securities Gepn. Linirep 
Established 1901 


TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 





Canada} Leading 
Loose Leaf Keporting 


Canadian Tax Reports 

Ontario Tax Reports 

Quebec Tax Reports 

British Columbia Tax Reports 
Prairies Tax Reports 

Maritimes Tax Reports 

Dominion Tax Cases 

Canada Income Tax Guide Reports 
Canadian Succession Duties Reports 
Dominion Companies Law Reports 
Canadian Insurance Law Reports 
Canadian Labour Law Reports 


Dominion Report Service 


@ 
NO INSTALLATION CHARGE 


Please write or telephone for further particulars 


C_CH, CAnApiaANn, LIMITED 


PUBLISHERS OF TOPICAL LAW REPORTS 


1200 Lawrence Ave. W. 1460 Union Ave. 
TORONTO 19, ONT. MONTREAL 2, QUE. 
RU. 3-3335 VI. 9-6954 








